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REAUTHORIZING TRIA: THE STATE OF THE 
TERRORISM RISK INSURANCE MARKET 


WEDNESDAY, SEPTEMBER 25, 2013 

U.S. Senate, 

Committee on Banking, Housing, and Urban Affairs, 

Washington, DC. 

The Committee met at 10:05 a.m. in room SD-538, Dirksen Sen- 
ate Office Building, Hon. Tim Johnson, Chairman of the Com- 
mittee, presiding. 

OPENING STATEMENT OF CHAIRMAN TIM JOHNSON 

Chairman JOHNSON. Good morning. I call this hearing to order. 

Two weeks ago, we observed the 12th anniversary of the tragic 
September 11 terrorist attacks on our country. In the aftermath of 
the tragedy and after suffering steep losses, insurance companies 
stopped offering terrorism insurance coverage as part of their com- 
mercial property policies. This had a destabilizing impact on var- 
ious parts of our economy. 

Congress responded by creating the Terrorism Risk Insurance 
Program to provide a narrow and targeted Government backstop 
for this insurance coverage. The program proved helpful, creating 
certainty for many businesses, including developers, construction 
companies, commercial lenders, as well as private insurance mar- 
kets. 

The program has since been reauthorized by Congress twice. The 
last time. Congress made very few changes and extended the pro- 
gram for 7 years. It is my hope that, once again, we will be able 
to find bipartisan consensus for the reauthorization of TRIA well 
before the program expires at the end of 2014. 

While a few may seek dramatic changes or even try to eliminate 
the program, we should remember that taxpayers have not lost any 
money on the program. The program’s unique structure has fully 
protected taxpayers while promoting economic growth by pre- 
venting interruption in insurance coverage and providing certainty 
for commercial property developers working on stadiums, univer- 
sities, malls, and other projects across the country. 

Today, we review the state of the terrorism risk insurance mar- 
ket and look forward to hearing from our witnesses about how the 
current program has functioned and the ongoing need for the same 
limited Government backstop we already have in TRIA. 

With that, I turn to Ranking Member Crapo for his opening 
statement. 
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OPENING STATEMENT OF SENATOR MIKE CRAPO 

Senator Crapo. Thank you, Mr. Chairman. 

I welcome each of our witnesses today to this important hearing 
on the Federal Terrorism Risk Insurance Act. 

This program’s initial passage was in large part due to the in- 
ability of businesses to acquire terrorism coverage in the aftermath 
of the attacks of September 11, 2001. Since then, the program has 
been reauthorized by Congress two more times, each time with 
changes that scaled back the exposure to the Federal Government 
and the taxpayers. With the current program set to expire at the 
end of 2014, it is appropriate for us to examine how well the pro- 
gram is working, how else we might increase private sector partici- 
pation in the insurance and in the reinsurance markets. 

Terrorism risk, by its nature, is difficult to predict. The size, se- 
verity, and frequency of attacks are hard to model. They also may 
be highly correlated, making it challenging for private insurers to 
diversify their risk. One of the purposes of passing the original leg- 
islation was to give the market time to find innovative solutions to 
these problems. I am interested in hearing from the witnesses their 
perspectives on how the private market has evolved in the 12 years 
since the initial passage of TRIA. 

Getting terrorism risk insurance right is important in order to 
limit economic and physical impacts of any future terrorist attacks 
on the United States. A properly balanced Terrorism Risk Insur- 
ance Program can increase the Nation’s resilience to terrorism. 
However, a program that is too heavily reliant on Federal support 
can deter the private market from coming up with cost effective so- 
lutions. 

One of the challenges associated with any Government insurance 
is getting the pricing right. In TRIA, there is no up-front charge 
to private insurers for the Government reinsurance and backstop, 
only post-event cost sharing. Does the current approach make the 
most sense for taxpayers? 

Mr. Beshar’s written testimony mentions the business deductible, 
the aggregate loss threshold, and the business coinsurance as a few 
of the policy levers we can adjust that may help to better protect 
taxpayers from shouldering private sector losses. I look forward to 
the thoughts of the panel as to what impact these changes would 
have on the willingness of insurers to underwrite terrorism risk. 

I am also interested in hearing how well the reinsurance market 
is developing. Does the current program dampen the reinsurance 
market’s incentives to innovate and find new ways of offering cov- 
erage? 

As I mentioned previously, each reauthorization has put more 
private capital in front of the Government backstop. Currently, the 
Federal Government would recoup any TRIA payments up to $27.5 
billion. This industry retention level allows the taxpayer to recover 
TRIA payments through an industry-wide assessment on property 
casualty policies and was last changed in the 2005 reauthorization. 
Should that amount be increased? 

And, last, should we look at the approaches that other countries 
have developed to the challenges presented by terrorism risk? For 
example, most developed countries charge the insurance industry 
up front for reinsurance. 
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As it has been 6 years since we last studied the issue in depth, 
we now need to examine this program in detail, and Mr. Chairman, 
I look forward to hearing the witnesses’ testimony and their in- 
sights into these important policy issues. 

Chairman JOHNSON. Thank you. Senator Crapo. 

Are there any other Members who would like to give brief open- 
ing statements? 

Senator Heller. Mr. Chairman, if I may 

Chairman JOHNSON. Yes. 

STATEMENT OF SENATOR DEAN HELLER 

Senator Heller. Thank you very much, and I will be brief. I just 
want to thank you and the Ranking Member for holding this, what 
I consider to be a very important hearing. I want to thank those 
that are here on the panel, also, for taking time with this discus- 
sion. 

I do not have to tell many here that terrorism is a nationwide 
threat and it can happen in any city on the East Coast, West 
Coast, but also in rural America. And, unfortunately, the threat for 
terrorism is very high in a city like Las Vegas. I like to tell people 
that there are two Statutes of Liberty in this country and one hap- 
pens to be in Las Vegas. But, as you know, Nevada’s economy is 
very, very heavily dependent on tourism and a terrorist attack, ob- 
viously, would be devastating, not just obviously for the city, but, 
obviously, the State as a whole. 

So, I look forward to working with you, Mr. Chairman, with the 
Ranking Member, and all my colleagues here on this Committee to 
see if we can put together some kind of a bipartisan agreement to 
reauthorize TRIA. 

Thank you, Mr. Chairman. 

Chairman JOHNSON. Thank you. 

I would like to remind my colleagues that the record will be open 
for the next 7 days for additional statements and any other mate- 
rials. 

Before we begin, I would like to introduce our witnesses that are 
here with us today. 

Mr. Peter Beshar is the Executive Vice President and General 
Counsel for the Marsh and McLennan Companies, which issued a 
report on TRIA earlier this year. 

Dr. Robert P. Hartwig is the President of the Insurance Informa- 
tion Institute and has written extensively on the issue we are dis- 
cussing today. 

And, finally. Dr. Erwann Michel-Kerjan, who is a Professor and 
Managing Director of the Risk Management and Decision Processes 
Center at the Wharton School of Business at the University of 
Pennsylvania. 

Mr. Beshar, you may proceed. 

STATEMENT OF PETER J. BESHAR, EXECUTIVE VICE PRESI- 
DENT AND GENERAL COUNSEL, MARSH & MCLENNAN COM- 
PANIES 

Mr. Beshar. Chairman Johnson and Members of the Committee, 
I am Peter Beshar and I am grateful for the opportunity to speak 
with you this morning about TRIA. 
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Terrorism is a deeply personal issue for Marsh and McLennan. 
In the attacks on the World Trade Center, our company lost 295 
employees and scores of other business associates. Marsh and 
McLennan also has a unique perspective on the terrorism insur- 
ance market. Through our market-leading brands, Marsh and Guy 
Carpenter, we provide analytics and broking services to all the par- 
ticipants in the terrorism market, the buyers and sellers of ter- 
rorism insurance and also key reinsurers. 

We consider TRIA to be a model private-public partnership. In 
the critical moments after 9/11, the TRIA facilitated critical sta- 
bility into the insurance marketplace, and today, it continues to 
provide the backstop for a well functioning market. Accordingly, we 
strongly endorse its reauthorization. 

This morning, I would like to briefly cover four areas: First, the 
current state of the terrorism marketplace; second, the level of cap- 
ital in the reinsurance industry; third, our recommendations for re- 
forming TRIA; and finally, if TRIA is not renewed, two cautionary 
notes about the potential impact. 

Chairman, as you mentioned. Marsh released a sweeping survey 
this spring of over 2,500 of our clients in the terrorism insurance 
marketplace and there were two broad take-aways from that sur- 
vey. The first is that take-up rates are strong — over 55 percent — 
across the country. Senator Heller, as you said, in the West, rates 
are increasing, in the South, in the Midwest. So this is not simply 
a phenomenon in the Northeast. 

The second is that we surveyed industries across the country and 
the take-up rates are strong — over 70 percent — in the health care 
industry, amongst media companies, interestingly, amongst non- 
profits and educational institutions, as well as real estate devel- 
opers. So the interest in this coverage across the country and 
across industry is very strong. 

Second, the level of capital in the reinsurance industry has in- 
creased in the last 5 years. Our subsidiary Guy Carpenter released 
a report several months ago indicating that the amount of capital 
in the reinsurance industry is about $195 billion globally for all 
risks. That is up from about $160 billion 5 years ago. 

Now, to be sure, not all of that capital is available to underwrite 
this risk of terrorism. Indeed, there are many capital providers who 
are not interested in underwriting this peril because of how dif- 
ficult it is to model and for other reasons. Nonetheless, the level 
of capital in the reinsurance industry has gone up, and if these 
trends continue, it is our belief that there is capacity for the pri- 
vate sector to continue to expand and thereby reduce the position 
of the Federal Government and the taxpayer. 

So, against this backstop, we would like to offer three rec- 
ommendations to reform TRIA. 

First, we recommend that Congress specifically clarify that if a 
coverage is provided for all forms of terrorism, including NBCR if 
there is coverage provided on the underlying policy for that risk. 

Second, a lot has happened since Congress last reauthorized 
TRIA. Cyber risk is clearly a new and more profound risk that we 
think needs to be grappled with, and Congress should analyze the 
best way of ensuring that in the event of a catastrophic cyber at- 
tack, that TRIA would respond to that. 
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And, finally, we recommend that we establish — that Congress es- 
tablish a timeline — we have suggested 90 days — for actually mak- 
ing the certification of whether a terrorist event has occurred and 
TRIA is, therefore, implicated. 

If TRIA is not renewed, just two cautionary notes. First, in the 
property and casualty market, the “make available” provision, we 
think, is critical for having induced property and casualty carriers 
to, in fact, underwrite this risk. And if TRIA were pulled back and 
that requirement were removed, we think it is highly likely that 
many property and casualty insurers would stop underwriting this 
risk. 

And, second, very briefly on workers’ comp, this is an unusual 
area of insurance where the carriers are required to provide the 
coverage without regard to the cause of it, whether it is an acci- 
dent, an act of war, or an act of terrorism, and we have already 
begun to see, because of the uncertainty on TRIA, carriers in the 
workers’ comp marketplace have begun to pull back. 

So, just in sum, Mr. Chairman, we think this has been a tremen- 
dous program and it, in fact, has been a program that has served 
to protect taxpayers against the risk of a catastrophic loss. Thank 
you. 

Chairman JOHNSON. Thank you. 

Dr. Michel-Kerjan, please proceed. 

STATEMENT OF ERWANN O. MICHEL-KERJAN, MANAGING DI- 
RECTOR, CENTER FOR RISK MANAGEMENT AND DECISION 

PROCESSES OPERATIONS AND INFORMATION MANAGEMENT 

DEPARTMENT, THE WHARTON SCHOOL, UNIVERSITY OF 

PENNSYLVANIA 

Mr. Michel-Kerjan. Thank you, Mr. Chairman. 

Let me open by saying that if our common goal is to make the 
Nation more financially resilient to future terrorist attacks and 
also to limit the spending of taxpayers’ money, then our debate 
should not be on whether to let TRIA expire. Rather, it should be 
on how we work together to make TRIA more effective. 

Indeed, without TRIA, American taxpayers may actually end up 
paying much more than they would today after a terrorist attack, 
especially if insurance companies radically lower the capacity they 
provide under the current monetary requirements when TRIA ex- 
pires. Indeed, denying Federal disaster relief for uninsured losses 
after such an attack at a time when our Nation would be under 
massive stress would be very hard to do for any Congress. There 
have been so many precedents in recent years with hundreds of bil- 
lions of dollars spent in Federal relief for natural disaster and cor- 
porate bailouts alike. 

Still, I do not think a straight reauthorization would be possible, 
either, for the reasons this Committee stated earlier. So, one 
should probably continue to reduce Government exposure by in- 
creasing the private sector risk sharing, as the previous extension 
did. But this needs to be done in a way that does not disrupt the 
market. 

As a neutral party, our team at the Wharton School has released 
over 20 publications on terrorism insurance markets since 2001, 
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more than any other organization. These studies can he used by 
Congress to make more informed decisions in the coming months. 

For instance, we have recently shown that insurance companies 
have provided much more capacity for terrorism risk than they 
have for other catastrophic risks because they collect all the pre- 
miums but are responsible for only a portion of the losses. This is 
what TRIA was designed to do. 

Terrorism insurance prices in the U.S. have been going down 
continuously, as Mr. Beshar mentioned. Let me also add here that 
these are among the least expensive terrorism insurance prices in 
the world. 

In other new analyses that I mentioned in the written testimony, 
we show that the demand for terrorism insurance for medium and 
large corporations is not only strong, but also very price inelastic, 
meaning low sensitivity to price. We found that increasing the pre- 
mium by 10 percent would only decrease the quantity of terrorism 
insurance that these firms will buy by one or 2 percent. That 
means that if TRIA were to be modified and insurers’ deductibles 
were slightly increased from the current 20 percent, most likely, we 
will not see any impact on the market. Similarly, there was no sig- 
nificant demand change when previous deductible levels had been 
increased. 

Still, about four out of ten large corporations do not have cov- 
erage against terrorism today. I think this is something we should 
be concerned about. Let us remember that on 9/11, the coverage 
was virtually 100 percent, which allowed for a quick economic re- 
covery of our country. 

Also, and this is an important point, we know little about ter- 
rorism insurance penetration for small businesses, even though 
they are the most vulnerable to financial shocks. Congress may 
want to request a study on small businesses and TRIA. 

Before I conclude, let me also say that we must look at how other 
countries have approached terrorism insurance, because American 
corporations compete with foreign firms. These firms benefit from 
these other programs in their own countries. My written testimony 
looks at Australia, France, Germany, India, Israel, the U.K., and 
Spain. Note that several of these programs are permanent in na- 
ture. Those that are temporary have all been renewed in recent 
years. 

To summarize, TRIA has worked as intended and has sustained 
a robust terrorism insurance market, especially for large corpora- 
tions across the country. If TRIA is to be modified to increase the 
portion of the risk covered by the private sector or for the Govern- 
ment to start charging for its backstop, I think there is room to do 
so under current market conditions, at least according to our stud- 
ies. Of course, open issues remain for small businesses, NBCR, 
cyber risk, and the larger role that the reinsurance industry could 
play. 

In the end, it is how we best use the insurance infrastructure in 
partnership with the Government to assure effective and equitable 
solutions are in place that will make our economy terror-proof. This 
is why, to me, the debate about TRIA is not an insurance issue 
only. More fundamentally, it is as much a national security and 
economic competitiveness issue, too. 
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On behalf of the Wharton School, we look forward to working 
closely with you in the coming months on how we do that together. 
Thank you, Mr. Chairman. 

Chairman JOHNSON. Thank you. 

Dr. Hartwig, you may proceed. 

STATEMENT OF ROBERT P. HARTWIG, Ph.D., CPCU, PRESI- 
DENT & ECONOMIST, INSURANCE INFORMATION INSTITUTE 

Mr. Hartwig. Thank you, Mr. Chairman. Thank you. Senator 
Johnson, Ranking Member Crapo, and Members of the Committee. 
I appreciate the opportunity to have been asked before the Com- 
mittee to provide testimony on TRIA and the market for terrorism 
insurance in the United States. 

The terrorist attacks of September 11, 2001, produced insured 
losses larger than any natural or manmade event in history. 
Claims paid by insurers to their policyholders eventually totaled 
$42 billion in today’s terms. The sheer enormity of that loss, com- 
bined with the possibility of future attacks, led insurers to exclude 
coverage arising from acts of terrorism from virtually all property 
and liability policies in the commercial sector. Only when TRIA 
was enacted by TRIA in late 2002 did stability finally return to the 
market and coverage for terrorist attacks resumed. 

Eleven years later, the war on terror is far from over, as the re- 
cent Boston Marathon bombings attest. But TRIA is, by all objec- 
tive measures, an unqualified success. The program not only suc- 
ceeded in restoring stability to the country’s vital insurance and re- 
insurance markets, but it has done so at little or no cost to tax- 
payers. The unambiguous success of TRIA demonstrates that the 
Act has become an indispensable component of the country’s na- 
tional security infrastructure. 

In the absence of TRIA, the country is unnecessarily vulnerable 
and exposed to economic instability and recession. With TRIA’s ex- 
piration now a little more than a year away, it is virtually certain 
that terrorism exclusions will soon appear in the market, and it is 
estimated that 70 to 80 percent of the commercial property market 
will be impacted by these exclusions. In the event TRIA were al- 
lowed to expire, higher prices and reduced availability for terrorism 
insurance could, within 3 years of expiration, reduce real GDP by 
an estimated $69 billion and remove 290,000 jobs from the econ- 
omy. 

Clearly, retaining TRIA is a vital component of the country’s 
comprehensive national security plan. It is both reasonable and it 
is prudent. It is also eminently affordable. Indeed, the cost to the 
American taxpayer has been effectively zero. 

Today, all but the very largest and least likely terrorist attacks 
would be financed entirely within the private insurance sector. 
Even in the event of a truly catastrophic attack, TRIA provides the 
Government with the ability to fully recoup any and all Federal 
monies outlaid. As a point of fact, from the date of TRIA’s enact- 
ment in November of 2002 through today, a span of nearly 11 
years, the Federal Government and, therefore, taxpayers, have 
paid nothing, apart from negligible administrative expenses, under 
the program. 
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The recent Boston Marathon bombings prove to be an illustrative 
point. All of the 207 property casualty claims filed in the wake of 
that event were handled by private insurers who have made pay- 
ments to policyholders totaling approximately $1.2 million. Not one 
taxpayer dollar was used to pay any of these claims. 

TRIA’s structure actually provides at least eight distinct layers 
of taxpayer protection, as displayed schematically in my Exhibit 4, 
the Pyramid of Taxpayer Protection. 

First is the definition of a terrorist attack itself. It is a very de- 
tailed definition and every letter of that definition must be met. 

Beyond that, there is a $5 million monetary threshold within the 
certification. Unless that $5 million threshold is crossed, there will 
be no certification. 

Above that, there is a $100 million triggering event. This means 
that Federal funds will be paid out only in the event that a ter- 
rorist attack produces total insured losses above this threshold. 

Then, if we go beyond that, each individual insurer is required 
to retain losses equal to 20 percent of the premiums earned in lines 
subject to TRIA. 

Beyond that, for losses in excess of that 20 percent insurer 
threshold, each insurer must retain 15 percent of each dollar be- 
yond that. 

And then there is an overall industry threshold of $27.5 billion. 
Now, for dollars laid out within that $27.5 billion industry thresh- 
old, these will — there is a mandatory recoupment mechanism and, 
in fact, 133 percent of the amount must be collected. And for any 
amounts above the $27.5 billion threshold, it is at the discretion of 
the Treasury to collect such funds. 

Now, sitting on top of the whole program is a $100 billion hard 
cap, meaning that beyond that amount, the Federal Government 
has no responsibility for further losses. 

I might also add, there has been an ever-narrowing number of 
lines covered by TRIA over the years. Back in 2002, approximately 
44 percent of the industry’s premiums were in TRIA-covered lines. 
Today, it is approximately 35 percent. 

The TRIA also has the effect of reducing taxpayer-funded post- 
attack disaster aid costs. The fact of the matter is, is if more busi- 
nesses are covered by TRIA and more workers are covered by 
TRIA, which they will be as long as TRIA is reauthorized, then 
that means the demands for post-event disaster aid will be less- 
ened. 

So, in summary, there is no question that TRIA has brought 
much-needed stability and capacity to the market and that it has 
done so within a fiscally responsible framework. But it is important 
to emphasize that the majority of the coverage and the capacity in 
the market today exists only because of TRIA. TRIA’s expiration 
would unquestionably lead to a reduction in capacity with adverse 
consequences for the broader economy. A larger-scale terrorist at- 
tack in the absence of TRIA would effectively take us back to the 
chaos of the immediate post- 9/11 environment. 

Thank you for the opportunity to address the Committee today. 
I would be happy to respond to your questions. 

Chairman JOHNSON. Thank you very much for your testimony. 
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As we begin questions, I will ask the Clerk to put 5 minutes on 
the clock for each Member. 

Dr. Hartwig, some argue that the private sector has developed 
more capacity to handle terrorism insurance coverage. However, I 
have seen no research that indicates this unique market can sus- 
tain itself without a Government role. Do you believe a Govern- 
ment backstop is still needed, similar to what we currently have 
in TRIA? 

Mr. Hartwig. There is no question, sir, that a Government back- 
stop is needed to maintain the capacity that is in the market today. 
As I mentioned at the end of my testimony, as I summarized, all 
the numbers that you have heard today from each of the witnesses 
with respect to the amount of capacity that exists in the market 
exists only because of the existence of the Terrorism Risk Insur- 
ance Program itself. 

Should that program sunset at the end of 2014, it is absolutely 
certainly the case that the amount of capacity both among primary 
insurers and reinsurers becomes significantly constricted. There 
would still be no interest on the part of capital markets. And, God 
forbid we were to have an actual large-scale terrorist attack in the 
absence of the program. We would be back to square one, basically 
be back at September 12, 2001. 

Chairman JOHNSON. Mr. Beshar, what do you think? 

Mr. Beshar. I share Mr. Hartwig’s view. Chairman Johnson, 
that the backstop of TRIA is critical to creating the capacity. I am 
one of the people who has flagged the fact that the level of capacity 
has increased in the reinsurance market, but that is predicated on 
the existence of TRIA. And if you take TRIA away, the strong like- 
lihood is that those property and casualty writers who have the ca- 
pacity would nonetheless pull back from this peril. 

Chairman JOHNSON. Dr. Michel-Kerjan, you have said that, in 
the past, that a world without TRIA might not necessarily be one 
with less risk to the Federal Government and the American tax- 
payers. Can you explain why taxpayers may face more risk and 
more cost without the program? 

Mr. Michel-Kerjan. Sure, Mr. Chairman. Well, I think there 
are two elements, as we have discussed before. Right now, with 
TRIA, anything that will cost $27.5 billion of injury losses, which 
will be, by all account, a massive terrorist attack on U.S. soil, will 
be covered by the private sector for recoupment. 

Without TRIA, two things will happen. TRIA not only provides 
a backstop, but also obliges the insurance companies to actually 
offer that coverage to all their clients. They do not have to take it, 
but it is a mandatory requirement. Most likely, if you take out that 
mandatory requirement, many insurance companies are just going 
to stop offering that coverage. Proxies are going to increase, espe- 
cially in the high-risk areas, or what are perceived as high-risk 
areas — Boston, Washington, New York, Los Angeles, and a few 
other cities, obviously. The demand for coverage will decrease and 
the proportion of insured losses will be much higher. 

If you do not mind looking at page seven of my written testi- 
mony, I mention two things here. The number of Presidential Dis- 
aster Declarations is skyrocketing in this country over the past ten, 
15 years. We are asking the taxpayers to pay more and more 
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money. That is true for natural disasters and that was true, clear- 
ly, during the financial crisis. 

To give you one example, 88 percent — 88 percent — of the cost of 
Hurricane Sandy was paid by all of us as American taxpayers. I 
think we can do better. So if you look at the natural disaster as 
an example, I think, as I mentioned, it would be very hard for any 
Congress to deny that relief. As a result, uninsured losses will be 
much higher. That is why I say that a world without TRIA will ac- 
tually lead to more exposure to the taxpayers, sir. 

Chairman JOHNSON. Dr. Hartwig, would you walk us through the 
major protections the current program provides taxpayers. 

Mr. Hartwig. Certainly. I referred to an exhibit in my testi- 
mony, Exhibit 4, although that may be mislabeled as Exhibit 3 for 
the second time, titled “The Pyramid of Taxpayer Protection.” Basi- 
cally, I just created this schematic so that it would make it easy 
to understand that there are at least eight levels of protection for 
the taxpayer. 

And as I mentioned, the very definition of a terrorist attack itself 
is very detailed and every word of that definition must be met. In 
addition, the attack must produce at least $5 million in losses be- 
fore it can be certified. 

You have a $100 million threshold before any Federal dollars can 
be involved whatsoever. Each insurer must then retain 20 percent 
of loss based on its premiums written in TRIA-subject lines. That 
can be a very, very large amount of money, hundreds of millions 
of dollars. 

And then, above that, insurers keep skin in the game in every 
last claim because they are paying 15 percent on every dollar above 
their individual retention. And then, beyond that, the Government 
overall, there is a $27.5 billion requirement for the industry overall 
retention. 

That is a large sum of money. So we are starting to get into the 
sorts of events that rival that of 9/11 itself If you were to rerun 
9/11 today, OK, at the time, $32.5 billion insured loss, pretty much 
that loss would fall very close to entirely within the private insur- 
ance sector itself 

So, for the larger scale losses, the Government has both a man- 
datory recoupment obligation for some losses and it has the option 
to recoup every other dollar that it lays out for the truly extraor- 
dinarily large losses. And, again, beyond the — an event beyond 
$100 billion, hard cap, no Government involvement at that point. 

Chairman JOHNSON. Senator Crapo. 

Senator Crapo. Thank you, Mr. Chairman. 

The current market for terrorism insurance has changed signifi- 
cantly since the program’s first creation, and the Marsh report 
shows that the take-up rates for terrorism insurance rose from 27 
percent in 2003 all the way up to over 60 percent in 2012. 

Mr. Beshar, your testimony mentions that your company still be- 
lieves that the insurance market could increase private coverage, 
thereby reducing taxpayer exposure, and I agree with that assess- 
ment. How has the market for terrorism insurance changed and 
what new sources of funding are available? How can we bring in 
more private capital? 
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Mr. Beshar. Sure, Senator Crapo. I think there are two aspects 
of that. There is the traditional insurance and reinsurance market, 
and then there is the world of alternative capital. 

On the traditional market, by clarifying aspects like NBCR and 
perhaps cyber, I think what will happen is, incrementally and 
gradually, the private market will be able to expand, and that is 
what you have already seen over the past 12 years and I think that 
trend will continue. 

In the alternative market, which is funds coming in from third- 
party investors, from hedge funds, even from some pension plans, 
there are some very intriguing new developments around catas- 
trophe bonds, for example, where countries are now issuing catas- 
trophe bonds to try to protect against specific perils. So the Govern- 
ment of Mexico, for example, has issued a catastrophe bond against 
earthquake risk. The Government of Turkey has done the same 
thing to try to mitigate against earthquake risk. And you could en- 
vision over the coming years that as people get more comfortable 
with this risk, that there are some alternative capital providers 
who may be willing to take it on. 

Senator Crapo. Thank you. 

And at the insurance company level, two of the most important 
figures in the TRIA program are the company deductible and the 
level of coinsurance. The current deductible is set at 20 percent of 
its annual direct earned premiums and the level of coinsurance is 
15 percent. 

Again, Mr. Beshar, you mention potentially increasing the 20 
percent level incrementally and possibly bumping up the coinsur- 
ance level. Without citing a specific number, is there room to in- 
crease both of these levels? 

Mr. Beshar. I think the key question, again, is that capacity has 
expanded because of the existence of the backstop. So that is why 
we are strongly in favor of the reauthorization of the program and 
it is that backstop that is so fundamental. That said, assuming 
that the trends that have occurred over the past several years con- 
tinue, and there are not large-scale capacities that reduce the ca- 
pacity that exists, we do think that there is the ability to expand. 

One of the things that the Congress will want to be mindful of 
is that there are smaller insurers and mutual insurers that are sit- 
uated differently than the larger insurers, and you want to be sen- 
sitive and able to keep them in the marketplace. 

Senator Crapo. Thank you. And, Mr. Kerjan, this question re- 
lates to prefunding of the insurance. The United States is not the 
only country that has developed a public-private partnership to 
deal with the risk of losses associated with terrorism, and many of 
these programs require insurers to pay up front for the reinsur- 
ance. You, for one, have looked into whether insurers take on 
greater terrorism risk than they otherwise would because they col- 
lect all of the premiums under TRIA but are only responsible for 
a part of the losses. What impacts would we see if we were to move 
to a system that involves some kind of a level of prefunding? 

Mr. Michel-Kerjan. Thank you. Senator Crapo. There are two 
ways to answer the question. The first one is, if we want more ca- 
pacity to be provided to the market, the current system has worked 
pretty well. If we start charging for that Federal backstop, then we 
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cannot have that ex post recoupment; the Federal Government is 
basically covering some of the losses, in return for collecting pre- 
miums over time. That is the way the German system, the French 
system, the Spanish system, and others work. 

In the British case, the British Government offers an open line 
of credit to the Pool Re, which pays for it. If there is another ter- 
rorist attack in the U.K., the first five billion pounds will be cov- 
ered by the private sector through Pool Re, but above that five bil- 
lion, the British Government is going to open that unlimited line 
of credit. And the British Government currently receives 10 percent 
of the premium to provide that line of credit. 

So, at the end of the day, it is a matter of what we want to do. 
Do we want ex ante financing or ex post financing, and if so, how 
much do we want the Federal Government to charge for that cov- 
erage and what would be a fair premium? 

Senator Crapo. Thank you. 

Chairman JOHNSON. Senator Menendez. 

Senator Menendez. Thank you, Mr. Chairman. 

I would ask that a statement that I have be included in the 
record. 

Chairman JOHNSON. Without objection. 

Chairman JOHNSON. Thank you, Mr. Chairman. 

And I want to thank the witnesses. This is something that I have 
been a strong advocate of, because, really, after September 11, we 
had a disruption in the marketplace, one that was not taken care 
of by the private marketplace, and, basically, TRIA created market 
functionality again. And while we would love to see the private sec- 
tor market fully take care of this, I do not think that, personally, 
from my perspective, that is still not possible in the world in which 
we live in. 

So I want to ask two specific lines of questioning. One is, ter- 
rorism is different from other risks in that it involves intentional 
human actions that target population centers, infrastructure, eco- 
nomic assets, and it is also harder to predict, in part not only be- 
cause of the reality that we do not know when individuals will nec- 
essarily pursue those intentions, but even to the extent that we are 
preparing for it, for the possibilities, there is an understandable in- 
terest in keeping information about risks and vulnerabilities con- 
fidential in order to reduce the chances of an attack and the poten- 
tial to inflict damage. 

So, my question for our witnesses is, how do the differences be- 
tween terrorism and other risks affect private market capacity to 
insure against terrorism risk, and to the extent that these dif- 
ferences translate to higher costs or reduced availability of insur- 
ance against terrorism risk, what are some of the broader con- 
sequences for our economy and our society? I welcome anyone’s an- 
swers. We can go down the line. 

Mr. Hartwig. I think we might all comment. 

Senator Menendez. All right. So, go down the line. 

Mr. Beshar. Senator Menendez, I will start, perhaps focusing on 
workers’ compensation cover, what would be the potential impact. 
It is an unusual line of cover in that employers like Marsh and 
McLennan are required to obtain the cover to protect their employ- 
ees and carriers are required to provide the coverage without re- 
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gard to what the cause of the loss is, whether it is an act of war, 
an act of terror, arson, whatever is the risk. 

And what we are seeing potentially in the marketplace is that 
workers’ compensation carriers are beginning to pull back, those 
who provide coverage to large amounts of individuals concentrated 
in areas in New Jersey, in the metropolitan New York area, Chi- 
cago, L.A., Washington. And so the TRIA backstop is critical to in- 
ducing those workers’ compensation carriers to, in fact, provide 
that cover. And if it is not there, if it becomes much more expen- 
sive to get workers’ compensation coverage, we are concerned that 
that has a negative drag on economic growth and job creation. 

Mr. Hartwig. If I could add on to what Mr. Beshar said, work- 
ers’ comp is really just sort of the beginning of the issue here. 
When it comes to terrorism risk, insurers face a unique form of ag- 
gregation problem here. Typically, when we think about a large- 
scale natural disaster like a hurricane, for example, you are talking 
about mainly your damage associated with wind. It is a property 
type of damage, business interruption loss. But you do not have 
large-scale loss of life such as you had in 9/11. 

So, with respect to terrorism, particularly in the absence of a 
Terrorism Risk Insurance Program, you have insurers modeling in 
a way that they do not normally have to model for a major cata- 
strophic loss. They are looking not only at the possibility of extraor- 
dinarily large property damage and business interruption losses, 
but they are looking at potentially multi-billion-dollar losses with 
respect to workers’ compensation. So you have got this layer — it is 
basically many more layers than you would have for more tradi- 
tional losses. 

That makes the modeling much more difficult, and what it also 
does is, in effect, requires an insurer to take, say, a map of the 
areas in which it operates, ascertain literally how many dollars it 
has in risk, not just in terms of insured structures but insured lives 
with respect to workers’ comp exposure and other types of cov- 
erage, and it cannot exceed a certain amount in each one of those 
areas. So it makes it much more difficult to model and makes the 
whole insurance program that it must orchestrate much more dif- 
ficult. 

Senator Menendez. Well, let me go through another line, if I 
may, and I am happy to entertain your answer, as well, but I just 
want to, in the time that I have left. 

Mr. Beshar, in your 2013 Terrorism Risk Insurance Report, you 
predict that without a Federal backstop, the cost of terrorism in- 
surance would rise for areas with concentrations of people or eco- 
nomic assets, infrastructure such as transportation, pipelines, and 
other elements. I think of my region that Senator Schumer and I 
share, just as one example. In a two-mile stretch, just a simple 
two-mile stretch of my State, we have the largest container port on 
the East Coast, the megaport of the East Coast; we have one of the 
largest and busiest airports in the country at Newark Inter- 
national; we have rail lines, Amtrak, New Jersey Transit, and oth- 
ers, and PATH, that carry hundreds of thousands of people back 
and forth each day to work; and critical industrial infrastructure 
and the most dangerous two miles in America because of the 
Chemical Coastline. 
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So, while that is a regional reality, the consequences, though, of 
such an attack are broader to the national economy, would not that 
be a fair comment? 

Mr. Hartwig. Absolutely, Senator Menendez. 

Senator Menendez. Yes. OK. 

Mr. Michel-Kerjan. Let me just add, I think that the discussion 
has been mainly about insurance. Ultimately terrorism is a na- 
tional security issue, and as any government around the world, the 
question is, how do we create a mechanism that will help the coun- 
try bounce back after a disaster? And insurance is one way to do 
it, an effective way to do it. 

So let us not see terrorism as something that insurance compa- 
nies have to cover. They do not have to cover it. We made that a 
mandatory offer. We, the country. That has been a national deci- 
sion. I think that is the most effective way to actually cover the 
risk and all the claims. We have other programs in this country 
that do not necessarily rely on the private insurance sector which 
I think we should learn from, some failures, as well, so 

Senator Menendez. Thank you, Mr. Chairman. 

Chairman JOHNSON. Senator Reed. 

Senator Reed. Well, thank you very much, Mr. Chairman, and 
let me echo the comments of the Professor. 

Risk insurance is a national security issue as well as a banking 
issue, and I have the privilege of serving on the Armed Services 
Committee as well as this Committee and we have seen that there 
are still significant threats. In fact, tragically this week in Kenya, 
it was a commercial property that was attacked, and not only was 
there great loss of life, but destruction of the property. 

So the issue, as it was after 9/11, remains today. How do we 
maintain a viable commercial real estate sector in our economy 
given this persistent threat of terrorism and given the role of the 
Federal Government in preempting it, preventing it, and if it hap- 
pens, to be able to help absorb the risk? So I think it is absolutely 
essential that we have to extend the reinsurance program going 
forward. 

We have to keep markets open. We have to also, I think, keep, 
in fact, to continue our growth, to remove impediments to potential 
investment, particularly in large commercial projects. Without Ter- 
rorism Risk Insurance, there is an impediment. There is a certain 
calculated cost that the developer has to bear if it is not there. And 
I think the way it is designed, with the first losses going to the pri- 
vate sector and only in extreme cases the Federal sector stepping 
up or the national sector, makes some sense. 

But let me just begin with a question and ask all of you, begin- 
ning with Mr. Beshar, there is a presumption here if we take away 
this legislation, the private capital markets have a viable alter- 
native to TRIA. Is that the case, in your view, Mr. Beshar? 

Mr. Beshar. We do not believe so. Senator Reed. We think it is 
that backstop that has created the market and created the capac- 
ity. And so if you take that backstop away, we think the market 
capacity will shrink quite significantly. 

And to your point about kind of where the potential targets are, 
one of the things that was most striking to us about the Marsh re- 
port was that the take-up rates are really across the country and 
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across industry, including Rhode Island, that there is a perception 
that if you are hosting a sporting event, for example, you know, the 
NFL and the NBA, the NHL, everybody recognizes that there is a 
risk that is not concentrated just in the large urban areas of the 
United States. 

Senator Reed. That is a very good point. 

Professor, your comments. 

Mr. Michel-Kerjan. No, I think I would agree with Mr. Beshar. 
I think we have reached a point where almost everybody agreed 
that it has been a great program. I think that our discussion today 
has been more about how we transform that program incremen- 
tally, so that we increase the market’s capacity to absorb more risk. 

Let me also say that a lot of the discussion has been about where 
the market is today, where it could be in the next few years. All 
of that is important, but I think the big question is what will hap- 
pen to the market in the aftermath of a terrorist attack, a large 
terrorist attack, whether it is outside the U.S., as we have seen in 
2005 in London, or elsewhere. I think having that Federal backstop 
reassures the insurance industry that, for catastrophic risk, none 
of them will go under, and I think that is a very important state- 
ment to make and an important aspect to keep in mind. 

We know from natural disasters that the market tends to be 
highly volatile after a big natural disaster. I believe with that Fed- 
eral backstop, actually, that market will remain pretty stable after 
an attack, which I think is a win-win situation we are all looking 
for. 

Senator Reed. Thank you. 

Mr. Hartwig, you have a comment. 

Mr. Hartwig. Thank you. And just quickly, and to echo what 
some of my fellow witnesses have said, absolutely. There is no 
question that is what has happened in the 11 years since TRIA has 
been in place. And while this was not by the original design, we 
have found that TRIA is an essential part of this country’s national 
security plan, and I think I have heard you mention that, sir. And 
so in the absence of TRIA, we wind up creating a gaping hole in 
that plan. 

And as we just heard Professor Michel-Kerjan say, that if we 
wind up in a situation where TRIA has expired and we have a 
large-scale terrorist attack or even something along the lines of 
what we saw in Nairobi, Kenya, which could be easily copycatted 
here in the United States, perhaps not just at one location but in 
several locations simultaneously, you wind up, I think, with a 
large-scale loss of confidence in the market. 

Now, when we look at every other segment of the financial serv- 
ices industry, there are contingency plans for dealing with catas- 
trophes of every sort. When it comes to a terrorism loss, this is part 
of our national security plan. It is part of what is absolutely inte- 
gral to businesses all across the country today, and not just Rhode 
Island, but from coast to coast. 

Senator Reed. Well, thank you very much. 

Just a final thought, and that is as we go forward, there is an- 
other dimension to terror attacks that really was not so obvious in 
9/11, and that is cyber security. I do not know, and I think we have 
to think carefully about how we would incorporate or would we in- 
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corporate aspects of that in any type of legislation, but that is just 
food for additional thought. 

Thank you, Mr. Chairman. 

Chairman JOHNSON. Senator Tester. 

Senator Tester. Thank you, Mr. Chairman and Ranking Mem- 
ber Crapo. 

I want to start with a question that Senator Crapo talked about 
and that is potentially raising the deductible, and I am sure there 
probably will be some proposals to do exactly that. Could all of you 
or at least a couple of you talk about the impact of raising the de- 
ductible on some of the small or mid-sized and even some of the 
large insurance companies who are currently underwriting ter- 
rorism insurance? You can go ahead. 

Mr. Beshar. Bob, do you want to start? 

Mr. Hartwig. Sure. I will start, and I think it is appropriate. 
Senator, to sort of divide the discussion up between some of the 
larger companies and some of the smaller companies. 

Senator Tester. Yes. 

Mr. Hartwig. Just in practice, the way that an insurance com- 
pany operates is that we are a very conservative industry. We do 
not operate on the edge. We do not operate to the very last dime 
of capital in our books. That is why this industry is absolutely rock 
solid after a decade of record catastrophe losses, and, quite frankly, 
we have every intention of staying that way and TRIA is absolutely 
essential to that. 

So, I know that there will be a discussion about raising reten- 
tions and deductibles and so forth, but raising deductibles and re- 
tentions in and of themselves does not create capacity, OK. What 
creates capacity, as insurers learn more about this market or exter- 
nal events influence the relative riskiness of operating this space 
at any level of dollars at risk. 

So, to the extent that we do not have a major terrorist attack, 
that helps to increase confidence. To the extent that there are ad- 
vances in modeling terrorism risk, that helps reduce uncertainty 
and create confidence. 

Has there been some growth 

Senator Tester. I have got you. I want to know what the im- 
pacts on small and mid-sized companies are if we increase the de- 
ductible. 

Mr. Hartwig. On small — are you referring to 

Senator Tester. Small, mid-sized, and large reinsurers. I want 
to know what the impact is going to be on them, positive, nega- 
tive — I understand about growth and increasing capacity. 

Mr. Hartwig. Right. 

Senator Tester. But that is not my question. 

Mr. Hartwig. Right. With respect to smaller insurers, it would 
likely be a negative 

Senator Tester. OK. 

Mr. Hartwig. because they are not 

Senator Tester. How about mid-sized folks? 

Mr. Hartwig. They may have a little more room, but in the 
United States, when we are talking about mid-size companies, we 
are talking about regional, super-regional companies 

Senator Tester. Right. 
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Mr. Hartwig. I think it is still an issue. Larger companies have 
a little bit more opportunity there. On the reinsurance side, it is 
a little less clear. 

Senator Tester. Thank you very much. 

So, if we did that, and I do not want to put words in your mouth, 
it would potentially reduce competition in that marketplace, if the 
small companies were to go by the wayside? 

Mr. Hartwig. I do not think that you wind up increasing com- 
petition, let me put it that way. 

Senator Tester. OK. All right. Sounds good. 

I was curious to know — and this is for Mr. Beshar — can you 
speak specifically about the role TRIA would play in rural areas, 
where we do not have the big stadiums, you do not have the big 
casinos, kind of what do we need to be looking out for in rural 
America and how TRIA would impact them. 

Mr. Beshar. Absolutely, Senator. So, again, in terms of what we 
took away from the report, we were struck at how broad-scale the 
take-up rates are across the regions and across the industries. 

Senator Tester. Yes. 

Mr. Beshar. To be sure, we were polling our clients. Our clients 
tend to be larger companies and mid-size companies, as the Pro- 
fessor identified. And so part of the objective is not just to be pro- 
tective of smaller companies, for example, to create more capacity. 
Pricing comes down as there is more capacity, and then smaller 
companies, like those, perhaps, that were impacted by the bombing 
in Boston, are able to get access to cover. And similarly, I think, 
smaller rural areas would then follow along with that, where cov- 
erage becomes more viable and more relevant to them. 

Senator Tester. OK. I think in your testimony. Dr. Michel- 
Kerjan, you talked about a lack of knowledge about — and I do not 
want to put words in your mouth — about the penetration in small 
businesses. Is there anything that we can do about that to find 
out 

Mr. Michel-Kerjan. Sure, and I think that is an important 
question. We know a lot about large corporations, thanks to Marsh 
and McLennan and AON, to some extent, but that is about it. We 
know almost nothing on small businesses. 

Mr. Beshar. Really, just Marsh and McLennan there. Yes. 

[Laughter.] 

Mr. Michel-Kerjan. That is about it. Let us be serious. We do 
not know much about other markets. So, yes, I mean, we could 
think about the GAO being asked by Congress to actually do a 
market study on small businesses across the country. There could 
be surveys realized. Today, beyond that, we know almost nothing. 
We hear that some small businesses buy it. Other businesses actu- 
ally get it for free. 

Senator Tester. Yes. 

Mr. Michel-Kerjan. We do not know anything. 

Senator Tester. OK. My last question is for Dr. Hartwig. Mr. 
Beshar brought up the fact that cyber should be a part of TRIA. 
I looked at the definition. It looks to be able to encompass that. I 
wanted to know your opinion. 

Mr. Hartwig. Yes. I would concur, and that under most in- 
stances of a cyber attack, that would perhaps, for instance, cause 
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an explosion at a power plant or some such thing, that type of loss 
would he covered so long as it met the definition of a terrorist at- 
tack. So, in most cases, yes. 

Senator Tester. OK. Thank you all very much for your testi- 
mony. Thank you for your time. 

Chairman JOHNSON. Senator Manchin. 

Senator Manchin. Thank you very much. 

I just have a couple questions. Unlike other instances of Govern- 
ment-offered insurance, I have heen told that TRIA has cost tax- 
payers next to nothing as far as since the Treasury covers 133 per- 
cent of its payments from insurers in the years following initial 
loss. On the other hand, TRIA has helped commercial real estate 
developers to receive financing for construction projects. I also un- 
derstand that has helped them immensely. 

And my question would he, would TRIA cost taxpayers money in 
the future hy your predictions, and what would happen to small 
community-hased developers if TRIA was no longer available? I 
know you have touched on different things of it, but this is a pretty 
important aspect for the economy, right? 

Mr. Hartwig. Right, and we may all have some comments on 
this, but certainly, there is no question that in the absence of 
TRIA, it would cost the economy 

Senator Manchin. There is nothing else on the marketplace. 

Mr. Hartwig. For terror coverage, no, other than internalizing 
the loss and assuming the loss on your own. No. There is nothing 
else out there. 

Senator Manchin. There are no insurance companies that — if 
this goes away, there are no insurance companies or the insurance 
industry willing to step to the plate. 

Mr. Hartwig. There would be a reduced amount of capacity, a 
drastically reduced amount of capacity in the marketplace. 

Senator Manchin. Doctor? 

Mr. Michel-Kerjan. No, I think there will still be some cov- 
erage. The question is, at what price? 

Senator Manchin. We are going to have, and I think that both 
the Chairman and Ranking Member will say on the floor, with our 
full membership, some people will say, why should Government be 
involved? Does Government even need to be involved? And that is 
what we always — there is a place for Government, especially when 
it can shore up a market and improve the economy, the economic 
situation, without costing the taxpayers, and this is one, it seems 
to me, makes sense. But if I am missing something, please tell me. 

Mr. Beshar. Senator Manchin, we agree powerfully with what 
you have said, that this has been a model program and that when 
Congress has reauthorized it in 2005 and 2007, they have made it 
better. They have modernized it. The recoupment 

Senator Manchin. Not been a burden on the taxpayers in any 
way, shape, or form that you can see? 

Mr. Beshar. That is correct. 

Senator Manchin. We have not found any of that. If that is the 
case, if there is a profit to be made, why would the private sector 
not — I am being the devil’s advocate — why would you not let the 
private sector take it over? Why would the Government have to be 
involved, if it has been such a good program? 
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Mr. Michel-Kerjan. Well, let me say that right now, it is not 
just a Federal program. The first $27 billion would be paid by the 
private sector, and that is important to keep in mind. And for any 
event to cause $27 billion of injury losses will have to be a massive 
terrorist attack. So, it is not just a free fare program starting at 
zero dollars. That kicks in at $27 billion, which is very significant. 

Senator Manchin. OK. 

Mr. Hartwig. And if I might add to that, in the absence of TRIA 
and we have a large-scale terrorist attack, the Government is going 
to be called to act. There are going to be 

Senator Manchin. Whether there is insurance or not 

Mr. Hartwig. Right. Exactly. 

Senator Manchin. the Government is going to step to the 

plate. 

Mr. Hartwig. In the absence of insurance, I can guarantee you 
the Governors from the affected States will be here and will be ask- 
ing for very, very large sums of money from the Federal Govern- 
ment. 

Senator Manchin. So, any naysayers against this program 

Mr. Hartwig. Right. 

Senator Manchin. we are basically, you are going to pay me 

now or pay me later. 

Mr. Hartwig. That is exactly the point. Senator, that one way 
or another, you could work with the private sector, who will inter- 
nalize most of these losses under the vast majority of scenarios, in- 
cluding the very large events that are nearly $30 billion, or nearly 
the entire burden could be placed on the Federal Government after 
the fact, and the Federal Government has, I might also add, has 
no means for effectively managing these types of claims. These 
claims will be managed in the private sector in an efficient man- 
ner — 

Senator Manchin. Let me just say this 

Mr. Hartwig. not only financed, but managed. 

Senator Manchin. They give us a little bit of time here, so I have 
got to be quick. 

The thing that would be — if we have a massive hit and a massive 
loss, under TRIA, still, the Government will be paid back eventu- 
ally, correct? 

Mr. Hartwig. Paid back and then some. 

Senator Manchin. A hundred-and-thirty-three. Right. If it goes 
away and the market does not pick it up and we have a massive 
hit, then it is basically out of the taxpayers’ pocket and no reim- 
bursement whatsoever. 

Mr. Hartwig. Correct. 

Senator Manchin. OK. Next of all, how long should this reau- 
thorization be and should we include the Secretary of Homeland 
Security in the terrorism certification process? Should they be in- 
volved in that? And how long should this one be that we are work- 
ing on right now? 

Mr. Beshar. Personally, I think it is a very sound idea to have 
the Secretary of Homeland Security as a participant, together with 
the Secretary of the Treasury, the Secretary of State, and the At- 
torney General. Our view is that Congress has improved this pro- 
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gram over time, and so you are trying to strike that balance be- 
tween consistency and 

Senator Manchin. It has changed every time we have done it, 
so 

Mr. Beshar. so we advocate 

Senator Manchin. we have not found the sweet spot yet. 

Mr. Beshar. Indeed. We advocate a 10-year reauthorization. 

Senator Manchin. Ten year? 

Mr. Beshar. Yes. 

Senator Manchin. Do all of you agree? 

Mr. Hartwig. Certainly, a long-term renewal is what 

Senator Manchin. Well, that does not work well here. Give us 
a number, because 

[Laughter.] 

Mr. Hartwig. Can I start with permanent? Is that — permanent 
would 

Senator Manchin. Permanent is probably a more appropriate 
way to go, then you go down to a 10-year minimum? 

Mr. Hartwig. Right. 

Senator Manchin. Is that where you would be? You all think 10 
years should be the minimum we consider, right, so we do not 

[Witnesses nodding heads.] 

Senator Manchin. OK. Thank you. It is very interesting. 

Chairman JOHNSON. Senator Schumer. 

Senator Schumer. Thank you. Thank you, Mr. Chairman, Rank- 
ing Member, witnesses, for holding this hearing. It is very impor- 
tant, obviously, to the country and particularly to New York and 
very important to me, so I appreciate doing this way in advance, 
because we have got to make progress on this issue, even though 
the program does not expire until the end of 2014. 

As we all know, policies get written much more quickly than 
that, and if we wait until the last minute, there will be billions of 
dollars of real estate that does not go in the ground because people 
are uncertain whether they can get terrorism insurance or they are 
uncertain whether they can get a mortgage, so they are uncertain 
whether to plan a building, et cetera. 

So, the sooner we do this, the better, and we are reminded by 
events near and far — the Boston Marathon bombings, brutal at- 
tacks at the Westgate Mall in Nairobi — the threat of terrorism is 
ever with us. The idea that, well, 5 years after 9/11, we could forget 
about terrorism, everyone knows that is not true. Well, it goes 
hand-in-hand. We cannot forget about terrorism insurance, either, 
because the specter of terrorism can hurt economic growth and eco- 
nomic growth is what we want. 

We know, for instance, the Kenyan mall massacre reminds us 
that Government buildings and skyscrapers in Manhattan or Los 
Angeles or Chicago are not the only potential targets. There are 
shopping malls and sports stadiums and factories and airports all 
over the country, all of which can be impacted if terrorism insur- 
ance is not available. 

So, as a New Yorker, the rebuilding of downtown in the years fol- 
lowing 9/11 has been nothing short of a miracle. It is a more vi- 
brant neighborhood now than it was before 9/11, and in part, that 
is because of the TRIA program. And all those jobs that were ere- 
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ated, homes that were created, wealth that was created, in part, is 
because of TRIA. So, I hope we will work with you, Mr. Chairman, 
and Ranking Member Crapo to extend the program as quickly as 
we can. 

So, here are my questions. First, Mr. Beshar, in your testimony 
and in Marsh’s report, you indicate that the average take-up rate 
for terrorism insurance is at least 53 percent in every region of the 
country, and, of course, much higher in certain regions. Take-up 
rates for several major industries — media, telecom, education, 
transportation — range from 66 percent to over 80 percent. How 
does that compare to most other types of insurance and what does 
this tell you? 

Mr. Beshar. I think we have been surprised. Senator Schumer, 
at how strong the interest in this cover has been. We assumed, per- 
haps like you, that it would be much more concentrated in the 
Northeast, but in fact, the rates in the West, as Senator Heller 
mentioned previously, have been very strong. Take-up rates for in- 
stitutions like nonprofits and educational foundations have been 
much stronger than we would have anticipated. So, really, across 
the board, there is profound interest in this cover. 

You mentioned real estate developers. Many mortgage — many 
lenders require as part of providing a mortgage that there is ter- 
rorism cover that the developer has obtained, and if TRIA is not 
available, the pricing for that cover, if it is available, will go up sig- 
nificantly. 

Senator Schumer. Thank you. 

OK. You are all insurance and risk management experts to one 
degree or another, and if you had been asked last week to evaluate 
the risk of an attack on the Westgate Mall in Nairobi, would you 
have been able to evaluate it? And a related question. Is not one 
of the difficulties in making such determinations that the necessary 
information is difficult, in some cases impossible, for the private 
sector to obtain because it is classified national security informa- 
tion that we would not want out there for the world to see? Who- 
ever would like to take it. Dr. Hartwig. 

Mr. Hartwig. Yes, sir. As a fellow New Yorker, I share with you 
the sentiments about the city. Every day on my way to work, I go 
past the Ground Zero site and I am reminded every day about the 
benefits of TRIA, believe me, in a very firsthand way, as Mr. 
Beshar’s company is, as well. 

But to answer your question directly, the likelihood of something 
like in the Westgate Mall in Nairobi, Kenya, happening here, 10 
years ago, basically, I said it was a matter of when, not if, it would 
happen. Thank God, it has not happened, something of that mag- 
nitude. But we have had the Boston Marathon attack this year. 

It is also incorrect to say that the Boston Marathon is the only 
event, in some sense, that has occurred. We have been very lucky 
with interdiction, thank goodness, to the resources at the Federal 
level and at the State and in the city of New York itself. But there 
have been several plots. The only reason they did not actually hap- 
pen was because of the ineptitude of the attacker himself, individ- 
uals such as the Underwear Bomber, for example, the Shoe Bomb- 
er, or an individual trying to blow up a bomb in Times Square. 
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So, the reality is that I still think it is a matter of when, not if, 
for a Westgate Mall-type incident here in the United States, and 
absolutely, it is very, very difficult to obtain information, certainly 
if you are an insurer, and it is even difficult for the country’s na- 
tional security agencies to obtain this information. It is far more 
difficult for insurers to obtain this sort of information, which is in- 
herently why it is difficult to model these sorts of events. 

Senator Schumer. Right. OK. 

Let me ask one final question, and this, again, can go to any of 
the witnesses who wishes, and it is my last one, with your permis- 
sion, Mr. Chair. With many types of insurance, there are things the 
insured can do to reduce the risk of loss. Flood insurance, raise the 
level of your house or build a dune or a structure in front of your 
house. In the case of terrorism, what can commercial real estate 
developers or owners of malls or sports stadiums do to mitigate the 
potential risk of terrorist attack, and is it not one of the challenges 
here that terrorists will actively seek to overcome whatever de- 
fenses that you have planned? Do you want to take that. Dr. 
Kerjan? 

Mr. Michel-Kerjan. Let me take it. You summarized this very 
well, what we are facing here. Whether it is flood or earthquake, 
we know what the engineering solution should be. Many people do 
not do it, but that is another issue. 

With terrorism, well, to take 9/11, it would have been very hard 
for any commercial entities in the World Trade Center Towers to 
do anything to prevent a commercial aircraft crash against the 
building. 

So, to your question, I think the answer is near to zero in terms 
of what can we do to prevent these attacks as a commercial entity. 
You can have more cameras. You can have more physical protec- 
tion, and in New York afterwards, you see that happening. That is 
part of a broader national security response to the threat of ter- 
rorism. But I think there are only a few things that a commercial 
entity can do, and if you move from New York to other parts of the 
country, and maybe at the lower level of revenue, many of these 
companies do not have the means to actually invest in protective 
measures, and even if they do, well-organized, informed terrorist 
organizations will just select the other target which is less pro- 
tected. So it is a dynamic uncertainty, and I think that is very pe- 
culiar to terrorism threats. 

Senator Schumer. Thank you, Mr. Chairman. 

Chairman Johnson. Thank you, again, for all of our witnesses 
for being here with us today. 

I look forward to working with all of my colleagues on the Com- 
mittee to move a bill to extend the Terrorism Risk Insurance Act 
as soon as we can. 

This hearing is adjourned. 

[Whereupon, at 11:12 a.m., the hearing was adjourned.] 

[Prepared statements, responses to written questions, and addi- 
tional material supplied for the record follow:] 
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PREPARED STATEMENT OF SENATOR TIM JOHNSON 

Good morning, I call this hearing to order. 

Two weeks ago, we observed the 12th anniversary of the tragic September 11th 
terrorist attacks on our country. In the aftermath of the tragedy and after suffering 
steep losses, insurance companies stopped offering terrorism coverage as part of 
their commercial property policies. This had a destabilizing impact on various parts 
of our economy. 

Congress responded by creating the Terrorism Risk Insurance Program to provide 
a narrow and targeted Government backstop for this insurance coverage. The pro- 
gram proved helpful, creating certainty for many businesses, including developers, 
construction companies, commercial lenders, as well as private insurance markets. 

The program has since been reauthorized by Congress twice. The last time. Con- 
gress made very few changes and extended the program for 7 years. It is my hope 
that once again we will be able to find bipartisan consensus for the reauthorization 
of TRIA well before the program expires at the end of 2014. 

While a few may seek dramatic changes or even try to eliminate the program, we 
should remember that teixpayers have not lost any money on the program. The pro- 
gram’s unique structure has fully protected teixpayers while promoting economic 
growth by preventing interruptions in insurance coverage and providing certainty 
for commercial property developers working on stadiums, universities, malls and 
other projects across the country. 

Today, we review the state of the terrorism risk insurance market, and I look for- 
ward to hearing from our witnesses about how the current program has functioned 
and the ongoing need for the same limited Government backstop we already have 
in TRIA. 

With that, I turn to Ranking Member Crapo for his opening statement. 


PREPARED STATEMENT OF SENATOR ROBERT MENENDEZ 

Thank you, Mr. Chairman, for holding this hearing today on the critical issue of 
terrorism risk insurance. Although TRIA does not expire until next year, it is impor- 
tant for this Committee to start working on reauthorization now, to give greater cer- 
tainty to the market as insurance policies start coming up for renewal. 

Congress first enacted the Terrorism Risk Insurance Act in 2002, when, after the 
terrorist attacks of September 11, 2001, we saw a total breakdown in the market 
for insurance against terrorism risk. Many insurers stopped offering coverage en- 
tirely or made it available only at very high costs. Businesses, as a result, faced the 
prospect of dramatically higher costs or an inability to get financing to invest, create 
jobs, and build new facilities. Congress responded by enacting TRIA, which provides 
a limited Federal reinsurance backstop that restored market functionality, and since 
then we have twice extended the program. 

In my State of New Jersey, we are acutely aware of the challenges that TRIA ad- 
dresses. The very things that make us strong economically and enrich our lives cul- 
turally also make us most vulnerable. In just a two-mile stretch of my State, we 
have the largest container port on the East Coast, one of the busiest airports in the 
country, rail lines that carry hundreds of thousands of people back and forth to 
work every day, and critical industrial infrastructure. Not to mention high popu- 
lation density, important cultural centers and landmarks, and major highways. 

New Jersey is an example, but the problem is national, and affects economic and 
cultural centers and infrastructure in every State. So I am pleased that the Com- 
mittee is starting the work of reauthorization and I look forward to hearing from 
our witnesses today. 


PREPARED STATEMENT OF SENATOR MARK R. WARNER 

The Terrorism Risk Insurance Act expires at the end of 2014. As someone who 
is passionate about infrastructure investment and rebuilding our economy, I care 
deeply about the reauthorization of this program. 

Some of our colleagues in the House would like to let TRIA expire. They view the 
program as an “inappropriate” Government subsidy. Never mind the facts, which 
are that not one dime of taxpayer money has been lost through this program since 
its inception. 

Next, they assert that the insurance industry can adequately cover losses from 
terrorism. This ignores a stark reality demonstrated by the insurance industry in 
the aftermath of 9/11, which immediately refused to write new policies covering ter- 
rorist acts. Such a situation is not surprising — unlike for natural disasters, where 
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the industry is aided by meteorological data and historical analysis, it is impossible 
to predict terrorism. Insurance companies certainly do not have access to informa- 
tion our intelligence agencies possess. 

Some critics see TRIA as a subsidy for New York City. Unfortunately, as the 
events of last April’s Boston marathon tragically demonstrated, terrorism can strike 
anywhere in our Nation. An expiration of TRIA will leave landmarks in every State 
of the country vulnerable. Each senator represents major commercial real estate de- 
velopments, sports arenas, entertainment plazas, and college campuses that are po- 
tential targets. It would be a disaster to leave our States’ facilities without coverage. 

Without reauthorization the country risks a freeze in commercial real estate de- 
velopment, as insurers will be unable to appropriately price risk and may thus exit 
the market. It will also impede our Nation’s nascent economic recovery by creating 
uncertainty. 

Commercial leases and construction projects depend on having appropriate insur- 
ance coverage. To avoid additional uncertainty, I believe we should reauthorize 
TRIA on a long-term basis. 

I thank Chairman Johnson and Ranking Member Crapo for holding this critical 
hearing, and I look forward to working with them both to move legislation expedi- 
tiously. 
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Introduc tion 


Good morning Chairman Johnson, Ranking Member Crapo, and members of the 
Committee. My name is Peter Beshar, and i serve as Executive Vice President and General Counsel 
of Marsh & McLennan Companies. I would like to thank you for the opportunity to share our 
perspective on theTerrorism Risk Insurance Act. 

Terrorism is a deeply personal topic for Marsh & McLennan Companies. In the September 
2001 attack on the World Trade Centers in New York, our Company lost 29S employees and scores 
of other business associates, indeed, togetherwith theNYC Port Authority and Cantor Fitzgerald, 
we lost more employees than any other institution in New York. 

Our Company also has a unique perspective on the terrorism insurance market. 

Through our market-leading brands — Marsh, Guy Carpenter, Mercer, and Oliver Wyman — our 
54,000 colleagues in more than 100 countries advise clients on the key issues of risk, strategy, 
and human capital. While Marsh & McLennan Companies is not an insurer, the Company, through 
Marsh and Guy Carpenter, supplies analytics and provides intermediary services to all the parties 
involved in the placement of terrorism coverage, from the buyers and sellers of terrorism insurance 
to the key reinsurers in the market. 

We consider TRI A to be a modelof a public-private partnership. TRIA restored insurance 
capacity at a critical time after 9-1 1 and has been important in fostering a well-functioning 
terrorism insurance market since that time, in 2005 and again in 2007, Congress adopted sensible 
reforms that appropriately expanded the role of the private insurance market and reduced the 
exposure of the federal government. Thankfully, thus far, the federal government has not made 
any payments under TRIA. The only federal appropriations associated with the program have been 
for its administration. 

We strongly endorse the reauthorization and modernization of the TRIA program, 

There are four core points that I would like to make: 

First, I will summarize key highlights from Marsh's “2013 Terrorism Risk Insurance Report," 
which was released in April on Capitol Hill (Appendix A), It will help you gain a sense of the 
current state of the US market for terrorism insurance coverage, including pricing, availability, 
and the private sector's capacity to offer coverage absent a federal backstop. 

Second, I will describe the current levels of surplus capital in the reinsurance market to 
help you assess the areas (1) where the private market can play a greater role and (2) where TRIA 
remains a critical necessity. 
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Third, I present Marsh & McLennan Companies' recommendations for reform related to 
nuclear, biological, chemical and radiological (NBCR) attacks, cyber terrorism, and theTRIA 
certification process. 

Fourth and finally, I frame the debate over additional reforms that third-party groups have 
suggested and identify two important risks that mayoccur if TRIAis not renewed. 


1. Highlights of the Marsh Terrorism Risk Insurance Report 

The Company's April 2013 report, the only survey of its kind, sampled nearly 2,600 Marsh 
clients across the US. The report examined purchasing patterns for 17 industry sectors by region 
and examined take up and premium rates. It confirms that TRIA's "make available" provision has 
helped foster a robust private terrorism insurance market. The top-iine findings from Marsh's 
report include: 

Take Up Rates bv Region 

• The take up rate for terrorism insurance is over 55% in every region of the country. In the 
South. In the Midwest. Indeed, take up rates have grown consistently in the West. Thus, this is not 
simply a Northeast phenomenon. 

Figure 1: Region T ake Up Rates 
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Take Up Rates fay Industry Sector 

• Both private and public institutions are active buyers of terrorism coverage. Media 
companies, real estate firms, and education institutions all have take up rates over 75%. 
Interestingly, public entities and non-profits are increasingly turning to terrorism insurance. 

■ Larger companies are more likely to purchase property terrorism insurance and receive 
lower rates on line as a percentage of overall property premiums. 

Figure 2 : Industry Take Up Rates 
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other Findings 

• Among US captive insurers managed by Marsh, 25% underwrite at least one TRI A-specific 
program. Additionally, hundreds ofownersofcaptives provide some element of terrorism coverage. 

• TRIA's expiration or substantial modification in the future will almost certainly affect 
existing TRIA coverage, standalone terrorism pricing, and TRIA captive programs. In particular, 
terrorism insurance capacity may be difficult to acquire for insureds with significant exposures in a 
central business district of a major city, in addition, the absence of, or a serious modification to TRIA, 
could severely impact the workers' compensation market, 

2. The Current Capital Position of the Reinsurance Industry 

Guy Carpenter, our leading reinsurance intermediary, recently presented its mid-year 
report on the reinsurance market and found that global deployed reinsurance capital' grew from 
$ 1 78B at the end of 20 1 1 to $ 1 95B at the end of the second quarter of 20 1 3 By comparison, 
this figure was less than $160B in 2007, 

Figure 3: Guv Carpente r A nalys is of Dedicated Insurance and Reinsurance Capital 



'Insurance capital is equity of shareholders of a stock insurance company. The company's capital and 
surplus are measured by the dilference between its assets minus its liabilities. 
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It is important to note, however, that not all capital is dedicated to or capable of 
writing terrorism coverage. While alternative, or "capital markets," providers have brought 
substantial reinsurance capacity into the industry, most have little to no appetite for the peril. 

Some are forced to decline on the basis of legal obligations made to their investors, whereas 
others simply avoid the exposure on the grounds of correlations with financial markets risk. 

Nonetheless, were capital trends to continue and Congress to adhere to the precedent of 
decreasing federal involvement in terrorism insurance. Marsh & McLennan Companies believes 
that the insurance market could increase private coverage, thereby reducing taxpayer exposure. 
That said, there are limitations to what the market can absorb in losses, particularly in the event 
of a large-scale conventional attack or a NBCR event. For example, a reputable third party vendor 
modeled the estimated impact of a 10-ton truck bomb explosion in Manhattan causing $38. 6B 
in workers' compensation and property damage. Moreover, a nuclear bomb detonated in 
the Manhattan central business district would have a modeled loss estimated at $941 B. In our 
judgment, a federal backstop is necessary to protect against these types of catastrophic events. 

3. Marsh & McLennan Companies' Recommendations for Reform 

TRIA has been, in our view, a model example of what a public-private partnership should 
be. TRIA's "make available" provision, in return for the explicit federal backstop, restored 
insurance capacity at a critical time after 9-11. Since then. Congress has implemented reforms 
that have expanded the private terrorism insurance market as the industry has recovered. We 
offer three recommendations for further refining and modernizing the TRIA program, which 
should be reauthorized for a minimum of 10 years. 

NBCR Coverage - Marsh & McLennan Companies recommends that Congress specifically 
clarify during the reauthorization process that coverage should be provided by TRIA for all forms of 
terrorism (i.e., conventional and NBCR) if coverage is afforded on the primary policy. For instance, 
there is ambiguity in the market currently as to whether TRIA covers workers' compensation in the 
event of an NBCR-related act. In fact, a leading rating agency recently stated that NBCR related 
events remain outside of TRIA coverage. It is Marsh & McLennan Companies' view that TRIA would 
cover workers' compensation losses if a certified NBCR event occurred.’ 


'Fitch Ratings' Report: "U.S. Terrorism Reinsurance: Looming Uncertainty of Prog ram Renewal": 

irq.’’ f -! tc h R e port- 8-13.pcif. see page 3. 
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CvberT errorism - FormerSecretary of Homeland Security, Janet Napolitano, cautioned 
in her farewell address: "Our country will, at some point, face a major cyber event that will have a 
serious effect on our lives, our economy, and the everyday functioning of our society." 

This is a potentially new form ofterrorism, which did not credibly exist at the time of the 
last reauthorization in 2007, Whether it is one or a series of cyber attacks, theimpactof a "cyber 
9-11" could be crippling, particularly if the attack were directed atone or several of the nation's 
critical infrastructures such as our telecommunications networks, food and water supplies, or 
health care institutions. Currently, thereisuncertainty if TRIA would cover an act of cyber terrorism 
that resulted in catastrophic loss. There is not clear language in the law that states unambiguously 
that cyber terrorism would fall within the scope of TRIA; we, therefore, recommend that Congress 
analyze the best way to address this new terrorism risk in the reauthorization of the TRIA program. 

Clarify Certification Process - Currently, TRIA enumerates specific requirements for an 
act to be certified as terrorism under the program.* However, the process by which an act of 
terrorism is certified remains uncertain, and there is nota mandated timeline for determining an 
event's certification. As an example, the federal government has neither certified the April 2013 
Boston bombings as a terrorist event, nor has it offered a timeline to do so. This creates uncertainty 
for insureds and insurers alike. For instance, without certification, there may be delays in indemnity 
payments under private property or business insurance to business owners, which could jeopardize 
their financial position and ability to resume business operations. Marsh & McLennan Companies 
recommends that Congress include language in any reauthorization bill that clearly delineates a 
certification protocol and establishes a 90-day time period after an event for determining whether 
or notan act ofterrorism is covered by TRIA. 

4. Open Issues for Further Consideration 

In 2005 and again in 2007, Congress appropriately expanded the role of the private 
insurance market for terrorism risk and reduced the scope of the backstop provided by the federal 
government. Specific reform included increasing the program trigger from $5M to its current 
level of $100M, raising the deductibles and co-share arrangements, and establishing the federal 
government's entitlement to recoup any payouts that are made. Policymakers, therefore, could 
revisit these same areas to further expand the private market role for conventional acts ofterrorism, 
while mindful that large-scale attacks, both conventional and NBCR, require a federal backstop. 

Third party groups from across the political spectrum have suggested significant 
changes, from abolishing the program completely® to dramatically increasing the role of the 
private sector,® The following is a range of estimates based on the ongoing discussion for reforms: 


^See Marsh report. Appendix A, page 4. 

•Cato; Terrorism Risk insurance Act; Time to End the Corporate Welfare' ; 

I [III i. ’’x'' ^ 

TRIA Tc Extender Not to Extend ‘ o it^ i ‘c g 


7 



32 


1. Company deductible: 

May be increased from 20% in line with growth in reinsurance industry surplus 

2. Aggregate threshold: 

Industry aggregate loss trigger may be increased from $100M to $1 Bor 

more overtime 

3. Company co-insurance: 

Potentially increase insurers co-participation from 15% to 20% or more 

As you grapple with these issues, it is importanttokeepin mind the risks associated with 
this transition and any expiration of the program. The ranges outlined above may cause some level 
of market disruption and increase the cost of insurance coverage. Mutual and regional insurers 
could be disproportionately impacted by these proposals. To be clear, the information above does 
not constitute a recommendation of Marsh & McLennan Companies and is merely intended to 
reflect a range of discussions on possible changes in a reauthorization ofTRIA. 

i applaud the Committee for scheduling this hearing to frame these issues for analysis and 
resolution. With the current law's expiration on December 31, 2014 quickly approaching. Marsh & 
McLennan Companies encourages policymakers to expeditiously reauthorize the program. 

Finally, if the program is not reauthorized, there is potential for market disruption on two 
fronts. First, the fact that insurers' capital has increased does not mean that, in the absence of the 
mandatory "make available" provision, insurance carriers will offer terrorism coverage in the 
future. Indeed, we believe there is a meaningful risk that, if TRIA is not renewed, many property 
and casualty carriers will decline to underwrite this difficult to model peril. 

The second area of concern is workers' compensation insurance. Terrorism exposure 
presents a unique challenge for workers' compensation insurance because with few exceptions, 
the states require coverage to be provided on an unlimited basis without the option to exclude 
any form of terrorism. Whether there is TRIA or not, workers' compensation carriers must pay 
claims without regard to fault; however, TRIA at least provides a backstop. Without a federal 
backstop, there is a substantial risk that workers' compensation carriers will decline to provide 
coverage in high-risk areas. That would potentially have a chilling impact on economic 
development and job creation. 
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Doubts about TRIA's future are already affecting the primary insurance market, particularly 
on the workers' compensation line of business. Thereareindications that carriers are negatively 
reacting to TRIA renewal uncertainty by non-renewing insureds with large employee accumulations 
in major urban cities. The market impact will likely worsen starting on January 1, 2014, as carriers 
withdraw coverage or issue short-term property and casualty policies. 

Conclusion 


TRIA is the backboneof a healthy terrorism insurance market that provides policyholders 
with affordable and widely available coverage options. In our judgment, the existence of a 
growing private terrorism insurance marketplace actually serves to protect the government and 
taxpayers from absorbing virtually all of the financial loss in the event of a terrorist attack. As the 
Committee and the Senate deliberate further on the reauthorization of TRIA, Marsh & McLennan 
Companies is ready to collaborate with you to share our expertise and experiences on this critical 
public policy matter. 
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Appendix A: 
Appendix B: 


Appendix to Marsh & McLennan Companies Testimony 

Marsh "2013 State of the Terrorism Insurance Market Report" 
Evolution of TRIA 
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Appendix A: Marsh "2013 State of the Terrorism Insurance Market Report" 
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EXECUTIVE SUMMARY 

A key issue facing ihe insurance industry and insureds 
is Ihe pending December 31, 2014, expiration of the 
Terrorism Risk Insurance Program Reauthorization Act 
of 2007 (TRIPRA), commoniy known as TRIA. Enacted 
after the September ! !, 200!, terrorist events, TRIA 
has been rc.authori/ed twice before, both times with 
modifientions. This report looks at the Act’s history and 
uses Marsh benchmarking data to show- trends in take- 
up rates, pricing, and other relevant issues. 

Among the key findings: 

• Ciuigrcss niav not fully address TRIA before the 
scheduled expiration at the end of 2014- If TRIA 

is allowed to expire or is substantially changed and 
the mandatory makc-avitiiable provision is removed, 
insurers would not be obliged to offer terrorism 
coverage, which wouid affect its availability and price. 

• 'I'RIA was originally viesved as temporary and as 
a result, apart fnim the elimination in TRIPRA 
2007 of the di.s!inctiori between foreign and 
domestic acts, exlciusions consistently reduced 
government participation. 

• TRlA's expiration or substantial modification at 
extension will almo,sf certainly affect embedded TRIA 
coverage, .standalone terrorism pricing/demand for 
capacity, and TRIA captive programs. Terrorism 
in,surance capacity may be difficult to acquire at 
reasonable cos.t for insureds with significant exposures 
in a cenfrai bu,siness district of a major (Tier 1) city, 
or if the properties arc perceived a.s potential targets 
for terrori.sm attacks, and/or where there have been 
instances of foiled piot,s. 

• Available aggregate/terms and condit;!on.s can be 
rtvstricllve in regions with past, prc.scnt, or future 
trending terrorist activity. 


• The Northeast US had the highest terrorism 
insurance take-up rates on average, likely due to 
the concentration of population centers, perceived 
potential for terrorist attacks, and the fact that the 
region w'as targeted in the 2001 and other attacks. 

• The percentage of compuiiiL's bin uii’ piope:l\ 

terrorism insurance • llie lerrttri'n (ake-iip 

rate — has remained faiiK con‘'t.in! '.iiivi 2i!ii3 dim h is 
been in the low 60% ranne since 2t)U9. 

• Larger companies arc more likely to purchase property 
terrorism insurance, and also to see the lowest cost as 
a percentage of overall property premiums. 

• Among industry sectors, media companies were the 
most likely to purchase property terrorism insurance. 

• Two likely impacts that the absence of or a serious 
modification of TRIA could have on the workers' 
compensation market arc in the arca.s of pricing 
and capacity. 

'• Among US captive in.siirer,s managed by Marsh, 25% 
undenvrite at least one TRlA-.specific (standalone) 
program. Additionally. hiind.reds of owners use 
their captives to provide some element of terrorism 
coverage, thereby participating in TRIA, 

• Global unrest has begun to affect the terror 
reinsurance market, not only with regard to .supply 
and demand but in terms of how risks and coverages 
are defined, 

• The recent bombing at the Boston Marathon had not 
been classified as an act of terrorism under TRIPRA 
requirements as of the date of this report. How and 
whether that event impacts the in.surance markets 
remains to be seen. Regardles-s of the event being 
certified under TRIPRA or not, coverage for losses 
arising from the event will depend on clients' .specific 
insurance contract language. 
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THE US TERRORISM RISK 
INSURANCE ACT AND ITS 
MODIFICATIONS 

TRIA requires insurers to make terrorism insurance 
coverage avaiiabie to their policyholders when offering 
10 underwrite an accompanying line of business. The 
definition of insurer covers several categories, but the 
segment with the broadest reach is carriers licensed 
or admitted to engage in the business of providing 
primary or excess insurance in any state, which includes 
USdicensed captive insurers. 

Although insurers must offer terrorism coverage, it is 
not mandatory for insureds to purchase the coverage, 
except for workers’ compensation, which is defined by 
stale statutes and compensates employees in the event 
of on-ihc-job injuries regardless of fault. Specific perils, 
including terrorism, cannot be dcciined or excluded 
from individual workers' compensation policies. 

TRiA and its first extension required that an act be 
committed by an individual on behalf of any foreign 
person or foreign interest in order for it to be certified 
as an “act of terrorism" for purpo.ses of reimbursement. 
This provision was removed in TRfPRA {see Figure 1). 
The 2007 reauthorization also provided coverage for 
dome,sl:ic terrorism, which had previously been excluded. 


CERTIFIED AND NONCERTiFlED ACTS 

It i.s important to note that a di.stinction remains bcUveen 
acts of terrorism that are certified and those that arc 
noncertified: Only certified acts are eligible for coverage 
through TRIA. An event can be certified if the Sccretaiy' 
of the 1'reasury the Secretary of State, and the Attorney 
General of the United States determine the act meets all 
of the following criteria: 

• It is considered an act of terrarism. 

• It is violent or dangerou.s to human life, property, or 
infrastructure. 

• It results in damage within the United States, 
(including US air carriers, vessels, and/or US missions, 
as described in the Act). 


• It is committed by an individual or individuals as part 
of an effort to coerce the US civilian population or to 
influence the policy or atfect the conduct of the US 
government by coercion. 

An event cannot be certified if if docs not cause property 
and casualty losses exceeding the S 5 million threshold 
in the aggregate or if the act is committed as part 
of the course of a war declared by Congress. (Note: 

This shall not apply with respect to any coverage for 
workers’ compensation). 

The distinction between a certified and noncertified 
act of terrorism remains an important consideration for 
insureds and in.surers alike. Although the make-available 
provision requires insurers to offer TRl.A coverage 
for certified terrorism acts, some exclude coverage lor 
noncertified acts. Therefore, businc.sscs may wish to 
consider purchasing noncertified terrorism insurance, 
which can provide protection for those events that do 
not qualify as certified per the criteria li.si.ed above, 

Key issues under TRl.A include; 

• Trigger and threshold: Insured losses aggregated 

across ail coverage lines and insurers - must exceed 

S5 million for an act to be considered for certification. 
However, there will not be any outlay of federal funds 
unless the event reaches the trigger of SlOO million in 
aggregate losses. 

• Cost of coverage: Insurers may charge an additional 
premium for coverage provided under TRIA, as 

the Act docs not provide specific guidance on 
pricing. Although TRIA preempts .slate regulations 
for prior approval of rates, it retains a state’s right 
to invalidate a rate as excessive, inadequate, or 
unfairly discriminatory, 

• Terms and conditions: As discussed, insurers are 
required to make coverage available for “ctnlified 
acts” to their policyholders for all subject lines of 
coverage, Although TRiA does not require insurers 
to offer specific terms and conditions, they cannot 
materially differ from the policy's other property and/ 
or casualty coverages. Additionally, insurers must offer 
the coverage at each renewal, regardless of whether dm 
insured previously declined. 
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FIGURE 1: TR! A AND ITS EXTENSIONS 


TERM 

NOVEMBER 26, 2002- 

Df:CEMBER3i,2005 

JANUARY 1,2006 - 
DECEMBER 31. 2007 

DECfMi, s 

Official legislative Name 

Terrorism Risk insurance Act of 

2002 (TRIA). 

Terrorism Risk Insurance 

Extension Act of 2005 {TRIEA). 

Terton < 1 '■f Ins m 

f'rs-'vT'm hi ri ^ i in ^ ‘if 

2007 (TRIPRA), 

Coverage Summary 

Co\-ered acts committed by 
iridividuaKs) acting on behaif of 
any foreign person or interest to 
coerce the civilian population of 
the US or to influence the policy 
or affect the conduct of the US 

government bv coercion. 

Covered acts committed by 
individuai(s) acting on behalf of 
any foreign person or interest to 
coerce the civilian population of 
the US or to influence the policy 

or affect the conduct of the US 
government by coercion. 

Efiminji-ir' itu'u hn mn 

betv'* cer if I t f i 

oomesfk* rerronsm. 


US only. 

US only. 

US only. 

Certiiicfltioinhreshold 

5.S mitjion 

$5 million 

S5 million 

Fc’c'ci'ci backstop trigger 

SS million 

$50 million in 2006. $ 1 00 

million in 2007 

$100 million 

Insurer Retention 

7% in 2003, 10%in2004, 15% 
in 2005; Applied against prior- 
year direct earned premium. 

1 7.5% in 2008, 20% in 2007: 
Applied against pnor-year direct 
earned premium. 

i’Ovo: Applied agamst prior-year 
direct subject earned premium, 
iubiect to certain property and 
casualty insurance lines. 

Government Share Excess of 

Retention 

90% 

90% in 2006. 85% in 2007 

85% 

Recoupment 

Included with discretion on 
part of Secretary of Treasury — 
subject to maximum 3% per 
year applied to policyholders' 
premiums. 

Included with discretion on 
part of Secretary of Treasury — 
a^bject to maximum 3% per 
year applied to policyholders' 
premiums. 

Formula will be calculated using 
several factors; the si^e of the 

total loss, the amount of the 
industry aggregate retention 
as defined, the amount that 
the insurers actually retain, 
and the amount of the federal 
government reimbursement. 

There is no maximum on the 
amount that will be applied to 
future policyholders' premiums, 
For events that occur after 

1/1 /20 1 2, the mandatory 
portion of any recoupment must 
be collected by9/30/20l7. 

Sovi!'‘;<i: Miir!ih'!i P’ropi<:rry f>riKtrCf," 
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Adequate disclosure: Insurers must provide poHcyhoklers vvilh “clear and 
conspicuous” disclosure of both the TRIA premium being charged and the 
share of reinsurance provided by the federal govcrnnicnL if an insured rejects 
an offer to purchase terrorism coverage, the carrier is free to reinstate n 
terrorism exclusion clause (subject to state insurance regulations with standard 
fire policy {SFP} statutes, which in certain stales do not permit the exclusion of 
terrorism). 

Government participation: The federal government: will cover fi5% of certified 
losses once insurers’ deductibles have been reached. An insurer's deductible i,s 
calculated as 20% of its direct earned premium (DBF) for the prior year for the 
commercial P/C lines of coverage subject to TRIA. 

Liability cap: TRIA caps the total liability of the program and of insrn-ers 

including the insurers’ participation and deductibles at SlOO billion in any 

one program year. If insured losses exceed S 100 billion, then the ailocalion of 
loss compensation to insurers within the S HK) billion cap will be determined 
by Congress. Insurers would not be liable for certified losses in excess ot thi.s 
amount unless Congress were to pass legislation increasing the limit. 

Government recoupment: In the event the government makes payments 
following a certified loss, TRIA includes provi.s!on,s for both mandatory and 
discretionary' recoupment. The insurance marketplace, aggregate retention 
amount is the lesser of S27.5 billion and the aggregate amount, for all insurers, 
of insured losses from program trigger events during the program year, 


TRIA AND WORKERS' COMPENSATION 

TRl A’s effect on workers’ compensation coverage is somewhat: different than 
it is on other lines due to the statutory nature of the coverage, which precludes 
the ability to limit exposure. In nearly all US states, employers are required to 
secure workers' compensation coverage to provide statutorily defined benefits 
for medical treatment and wage replacement, Exclusions and limitations to this 
cos'erage are not permitted. Because it is mandatoiy (via the state regulatory 
.systems) for employers to purchase workers’ compensation coverage, such 
coverage sviil always be available to employers either through private carriers, 
state funds, assigned risk pools, or by becoming a qualified seH-in.sured, 

After the September 11. 2001, attacks, workers' compensation insurers and 
reinsurers turned their focus to employee concentrations in geographic areas as a 
method of assessing their potenliai exposure to terrorist events. Computer models 
now allow' insurers to gauge their potential cxposurc.s in a geographic area under 
different terrorism event scenarios, and insurers generally have adjusted their 
books of business accordingly in an effort to limit potential expo.sures. 

Because TRIA provides protection for insurers, it effectively has helped a 
private market develop to ni! in gaps in available coverage. For example, 
many carriers use reinsurance capacity to reduce their maximum exposure 
to terrorism losses and to help ensure their loss potential is within their 
predetermined risk tolerance. 
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IKU’R \ u K A il. ( 'tv i.in. |.inuar>' 1, 2008, scaied 
Jew .! Jit p. i{t ailt'i Jt d by TRIA via mechanisms 
d. Ju lib! t, iiut co-participations. As a 
w M if, m i\ Pit.' K 's in t. line mtire vigilant in enforcing 
..('11 viiti lii.'ii 'pu t. L luoitainty around TRIA’s 
Pi't'onal \pi' U'Dii t'l v\t<.n-.itin in 2014 has ied some 
iTiMiwistii !■'! ■ no-' V t lUi.n jirograms fororganizations 
(' !!h Li Lc v'lnp! !\(\ v 'ni.tnifations in major cities, 
i it't. irLiid ^.luld v.(>ntnpi(. as ! RiA^s 2014 deadline 
draws ckxscr. 


TRIA AND CAPTIVE INSURERS 

tiCiJ.HA' issiK'J p\ the Department of Treasury affirmed 
rhai 1 RIA applies to captive insurers and risk retention 
.’T I tups t‘i p ri’c( t !he definition of a qualified insurer, 

.iv svt L' *h m 'x ction i02 of the Act, "Definition of 
insurer. !-s.scni:ia!lv, any entity that falls within the stale 
licen.sed or admitted category and receives and reports 
direct earned premium is considered to be an insurer 
under 'I'Rl A. Captives are included to the extent they 
provide dires't coverage only, and must be domiciled 
in the U.S to be eligible for inclusion under TRIA. 

(All references to "captives’^ in this report apply to 
US-domiciled captive.s only) 

'lb the extent the coverage is offered as part of an 

existing policy embedded in the property program, for 

example the terrorism coverage must not materially 

differ in the terra-s and conditions offered. This does not. 
however, prohibit an insured from seeking TRIA-specific 
coverage in a separate transaction. Captives also must 
comply with TRIA’s disclosure requirements. The 
National Association of Insurance Commis-sioners 
(NAIC) has reporting form.s that were approved by 
the Department of Treasury. The forms arc. available at 
http;//www. naic.org/cipr . topics/topic, tria.htm 

Using a captive to insure an organization against acts 
of terrorism can he a viable, cost-efficient alternative or 
adjunct to a tradition.al insurance program. There are 
many considerations that organizations should take into 
account w-hen determining whether to use their captive 
to provide or .supplement their terrorism insurance. 


POi'tNTIAL.ADVAN ) AGES OF vC.. 

THROUGH .A CAPTIVE 

• Profit: If there are no losses, the actual expense of the 
terrorism insurance program to the consolidated group 
is limited to the cost to operate the captive, which is 
generally only a fraction of the premium paid, 

• Relative ease: It .is relatively easy to add terrorism 
coverage to an existing captive. Doing so typically 
requires demonstrating a busincs.s need and sound 
plan of operation to the captive insurance regulator, 
which will often promptly approve the addition or 
expansion of a terrorism insurance program, 

• Enhanced coverage: Generaily. captives are willing 
and able to provide terrorism insurance coverage 
using a customized policy form, which may resuit 
in coverage that i,s lx:tter aligned to needs, including 
covering perils generally excluded or limited by 
traditional insurers. An example of this i,s captive 
insurers providing coverage for nuclear, bioiogical, 
chemical, and radiological (NBCR) perils. Although 
TRI.A guidance states that the Act provides reinsurance 
protection to insurers when they offer NBCR (and a 
loss occurs), TRIA docs not require insurers to offer 
the coverage. Given the lack of a TRIA mandate, 
combined with the perceived risk, NBCR is not Mddely 
available in the iraditionai insurance marketplace. 
Captive insurers are able to offer this coverage and 
gain access to reinsurance afforded through TR.IA. It is 
also possible to cover other perils in a similar fashion, 
as is occurring in some cases ba.sed on the unique 
needs and coverage limitations experienced by those 
seeking a viable risk transfer alternative. 
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TERRORISM INSURANCE MARKET 

1 O' sn IP --1 I tile up rates generally have 

isi few years. Mo-st companies 
' 1 .1 juiehie^di 'oi ]sm insurance in the past still do 
^o I- Hncu s co 111 H' U) underwrite the risk, with the 
s ( j'oiii ih ] R] \ h Kt'Stop, The reauthorization of 
1 Ri \ Nu .,ti ■’('! 1 h i-, iflordcd needed capacity in the 
mui I ioi ut >'!sm insiirance. 

1’ j Ti\ 1 s itu u tbk lo include terror!.sm 
!i u 11 in ihcii n k poilfolios at typically nominal 
i)Ui n SI C! irl\ the demand for terrorism 
1 i 1 I'.t isf Ki utits I ui the existence of TRIA 
1 I s I in 1 ] pu I m rh uailiibility and affordability 

01 IIU; ('OV(.;lMTC, 


■; cRRORiSM INSURANCE TAKE'UP RATES BY YEAR 

The percentage of companies buying property terrorism 
in-surance -- the terrorism insurance takc-up rate — has 
remained faidy constant since 2005, In 2003, the first fxill 
year TRIA was in effect, the take-up rate was 27% but 
has since increased steadily, remaining in the low 60% 
range since 2009 (sec Figure 2). 


lAKETJP RATES BY COMPANY SIZE 

Looking at take-up rates by company size {see Figure 3), 
it is useful to consider four categories of total insured 
value (TIV); 

• Companies with TIV in cxcc.s.s of SI billion typically 
work with several insurers and likely pay large 
premiums. Of those companies that u.sc their existing 
captivc-s or establish new ones to provide TRIA, the 
majority arc in this TIV group. 

' Companies with TIV between S500 million 
and Si. bihion are large organizations that also 
typically work with multiple insurers and have 
layered program.s. 


• Companies with TIV between StOO million and S500 
million tend to have no more than three insurers 
involved in their insurance programs. 

• Companies with TIV less than $100 million generally 
entail a smaller spread of d.sk, have lower overall 
premiums, and often work with a single insx.H'cr. 

Changes in take-up ratc.s by company size were marginal 
from 2010 to 2012. Companies with TIV less than 
$100 million had the lowe,st take-up rates among those 
analyzed, with 59% purchasing property terrorism 
insurance in 2012. 

Conversely, the takc-up rate for companies with T!V 
higher than SlOO million was nearly 66*:y in 2012. This 
may be due to a perception that larger companies 
are more susceptible lo an attack or because smaller 
companies typically have lower insurance budgets with 
which to purchase insurance. 


TAKE-UP RATES BY INDUSTRY 

Media clients purchased properly terrorism insurance 

at a higher rale -• 81% - than did those in any other 

industry segment in 2012. 

Companies in the health care, financial institutions, 
education, and public entity sectors had the next highest 
take-up rates among the 17 industry segments surveyed, 
all above 70%. This may be due in part to concentrations 
in those sectors of organization, s in central business 
districts and in major metropolitan areas, which are 
likely perceived as being at a higher risk for terrorism. 
The manufacturing, energy, and chemicals .sectors were 
the only three in which take-up rates did not exceed 50% 
in 2012 {see Figure 4). 
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A higher percentage of companies in the Northeast — 
11 % • • purchased property terrorism insurance than 
in anv other region. I'his is likely attributed to the 
Noriheasi's concentration of large metro areas, including 
VVa.shington. D.C., and New York Cit\’; the perception 
shal major cities mav be at a higher risk of a terrorist 
attack: populaiion density; and the fact that the 2001 
attacks targeted sites in the region. The West saw the 
lowest take-up rate, at ,5.1% in 2012 (sec Figure .5). 


FIGURES: TERRORISM INSURANCE TAKE-UP SATES 
BY REGION 



Midwest Northeast South West 


Sciui'Ct;: Miirsh Gfot.ii)! Anatyvfcs • 2012 ® 20n • 2010 


TYPfcS OF TERRORS d OOdl ,, 

Approximately 95% of cltcnts ,h It i.ti > i.m 

insurance did so as part oi tiunr p!(>r ' •>ihi r 

than as standalone placcmonis m i, sivnOaloui 

policies are an important i!ot u'd c ''tippkm.nt 

to TRI A coverage for some ^ompenK's IIh pnmau 
industry segments purchasing indai-snc polu uw h.uc 
been hospitality, large icai cstah Him- andtiumcsd 
instibJtions. .Lesser but still ssgnitivan; amount'- c t u. 
purchased in the retail, media, ti m'P'u t mon piddi. 
entity, and utilities segments. 

Before the 2007 extension, companies that p'lnxhased 
terrorism coverage as part of their properly policie.s 
generally purchased both TRIA coverage and 
noncertificd acts coverage. However, becaii.se TRIPRA 
expanded the definition of covered acts to include 
domestic terrorist events, many companies since have 
elected not to purcha.se noncertified terrorism insurance 
in addition to purchasing TR'IA coverage as part of Ihcir 
property policies. Ncvcnbcless. certain events may still 
be considered noncertificd. although to a more limited 
extent than before 'i'Rl FRA, which removed the foreign 
terrorism requirement to trigger certification. 

More companies now are securing ierrorj.sm insurance 
through their captives and are purchasing reinsurance to 
cover their retention or liability under TRIA. TypiCcilly, 
those captives that do purchase reinsurance often buy 
coverage for noncertificd terrorism exposurc.s in addition 
to TRi.A coverage. 


Ri.sk insurance Report 


47 


THE COST OF TERRORISM 
INSURANCE 

U IS u-^LtuU 1 nil Fi'Uii ihi. ^I'st ot terrorism insurance 
Is. lb IS ■> n i'll ill 1 ’h j'T t'iianr dnided bvTIV — 
'iii IS io IS lit', oi i i^uinpu.rs’s o\c!‘al1 property 
I l\/iii^ sis bv prcinmni rate allows 
so '1P111 s !i, ii 1 k wii if ilu\ paid in absolute terms; 
s 1 i! Uhu tils susi 1- a p-'tscniagc of their total premium 
111' \ k TK isiii s')\tuigc aticcied their overall 
1 1 >|K I v iiisai-tn 1 h' s’uct 


lb ' viu u noi isin inuiranct i an s t\ pically decrease 
a >0 s!/s ! I 111 ' compiiu iru i* ases iss'c Figure 6). 

"•ii.. ’0 tj ( oi'ipanirs uitii i !\ i< ss th-m StQO million 

s \pv iitiucti rm dt - it^ nv dun rale decreases, from $%4 
per nnilion in 2(Jl(i to $49 per million in 2012; however, 
ihcir icrrorism premium rates remained significantly 
higher than those o! larger companies. Median rates 
lor the largest, companie.s sii.iod at S19 per million in 
2012. 1 Ins generaliv is in keeping with overall insurance 
pricing parterns; Larger comnanies ivpically purchase 
more insurance, which leads to lower rates compared to 
rates for smaller companies. 


FIGURE 6: TERRORISM INSURANCE PRICING - MEDIAN 
RATES OY TIV {RATES PER SMILLION) 



SoiKce: Global Ao,;tly!.tes • • ?011 ® 2050 


The cost as a percentage of overall property premiums 
(see Figure 7) was similar for all companies, regardless 
of TIV. Modest changes — no more than one percentage 
point per year — were seen across the board, although 
companies with TIV between SKJO niiilion and S50{) 
million remained flat at 4% over the pa.st three years. 

Only companies with TIV less than S iOO million 
experienced an increase from 2011 to 2012, and only 
companies with a TIV range between S500 million and 
SI billion saw a decrease. 

Although this suggests that the cost of tcrrori,sm coverage 
generally remained the same in the various size classes, 
individual busines-scs may have experienced significant 
swings based on their property insurance program's 
performance. For example, organization, s with significant 
catastrophe (CAT) lo.sscs may have faced large increases 
in their overall property insurance program, but hiiic 
change in their terrorism insurance pricing, resulting 
in a smaller percentage of their overall premium being 
attributed to terrorism coverage. Conversely, companies 
that had favorable loss histories in recent years may have 
experienced rate decreases in their overall programs 
while their terrorism insurance pricing remained 
constant or decreased, which may show in the analysis a.s 
an increase in terrorism pricing as a percentage, despite 
no overall increase in total costs. 


FIGURE 7: TERRORISM INSURANCE PRICING AS 
PERCENTAGE OF PROPERTY PREMIUM BY TIV 



SouTCKMafshCikibiilAnalytics •2052 •20il • 205 0 
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FIGURE 8: TERRORISM PRICING - MEDIAN RATES BY FIGURE 9: TERRORISM INSURANCE PRICING AS A 

iNOUSTRY(RATE PER MILLION) PERCENTAGE OF PROPERTY PREMIUM BY INDUSTRY 
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t on [. r J to ! Ui-. in 'Ui i ms dun property terrorism 
I IS ! UK s Liiui ni ! Ik dtii ised in 2012 for seven 
t' 1 i II.!; sii\ ikiuiK ! nnculinstitutions, 
u ' ispi innn I iiiU^tik p hlic entity and nonprofit, 
kL II 4)^ k! .-om h and food and beverage. 

„ I ky u n k n ihv. ‘i Oil. I I institutions, food and 
i-'i I I. ;nd i' n-.pD'^L I'lcK! eefors experienced the 
I 1 ml d i-f iscj 

R 1 ; I ' mi st si^ndiv iiitiv for media companies, 
ilities, chemicals, 

h ) pii 111 I ur^ hit S\.if nce.s. and manufacturing 
i Mill s i‘ (1 pt rkni^Ld increases in their median 
si (. ! it .1 !l Mihough each company’s policy is 
^ 1 i. I Ukt-i.! on Its unique exposures, it is possible that a 
c 1 1 1 1 it I' 1 of pnm ( \! losses and location — namely 
b; sineMts !i c il dm i < i iilnl business district — may 
h 5 c < oniiib i!ed to in\ mcie ises. 

Overall, construction compan,ic.s paid the most for their 
tei'J'orisrn insurance, at a median rate of S63 per million, 
up from S54 per million in 2010. Companies in the food 
and beverage, heallb care, and education sectors paid 
the least for coverage, with median rates less than S20 
per million, Food and beverage firms experienced the 
most .significant reductions in median rates over the 
past tiuce years. 


Companies in the Midwest paid the iowc.st rates for 
property terrorism insurance in 2012, Followed closely 
by companies in the West (sec Figure 10). Rased on 
median premium .rates, terrorism insurance was the most 
expensive in the -South and in the Northca.st, although 
the regional variation has narrowed. Companic.s 
in the Northeast experienced the highe.st median 
rates per million. 


FIGURE 10: TERRORISM INSURANCE PRICING - 
MEDIAN RATES BY REGION (RATES PER MILLION) 



Midwest Northeast South West 


When analyzing terrorism in.surance pricing as a 

percentage of overall property premiums, hosp,itallty source: Marss Giotai Analytics 

and transportation companie.s paid the largest share, 

allocating 7% of their total property programs, which 

also represents the largest increase as a percentage of 

tola] property insurance cost among all industry groups 

(see Figure 9). No other indiuslry sector paid more 

than 5% of its total property premium for terrorism 

coverage. Energy companies continued to pay the 

iowest, allocating only 1% of total property premiums to 

terrorism insurance over the la,st three years. 
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U I ><>i jsi 1 p-ivii' 1 u t j as a percentage of property 
(ii. ri u •'I ■. in she four US regions analyzed 

M ill K iMMiimg for an a'/erage of 3 % of total 
i ! \ ^ inn !i s I'l' coTinanies in the Midwest and 

So ilii 1 id n u' du \\t si «nd Northeast. Much of this 
d'li UK ^ in i-iv. ■ \pl by regional differences in 
uo 1 ir x-'i' u ( ompinies in major metropolitan 
m ( !< > ■. m di York, Washington, D.C.,and 

SO-.1.1 1 1 V I’k i\ to p,)\ a higher premium for their 

ii m lOii ( Li tgi \' hith icsuits in a larger percentage 
I't >]ii It o, li propi ii\ insurance costs being dedicated 
So f ' I o I I i (.(nuagi 


FIGURE II: TERRORISM INSURANCE PRICING AS 
PERCENTAGE OF PROPERTY PREMIUM BY REGION 



Midwest Northeast South West 


s ourg.; M.rsii Global » 2012 0 2011 & 20i() 

US property terrorism insurance rates generally have 
decreased or remained flat over the past three years. 
However, the overall property in.surance marketplace 
was affected in 2011 and 20.12 by a number of significanl: 
CAT events in the US and globally, contributing to slight 
increases in property and terrorism insurance rates. 
Additionally, the release of updated CAT models from 
modeling firms A.IR Worldwide and RMS contributed to 
a general push by insurers to jiicrea.se rates or to .slow or 
cea,se rale decreases. Companies without significant CAT 
exposures or with favorable loss histories were le.ss likely 
to experience rate increa-scs. 


CONSIDERATIONS IN USING 
CAPTIVES FOR TERRORISM 

COVERAGE 

Among US captive insurers m i naed h\ N' irsh 25 
underwrite at least one TRIA pcv.if >. ■'t inti uono i 
program. Additionally, hu^d^ed^ o1 iw ru i s u'^c ihv u 
captives to provide some eieuKnt c i t.? u i ism i. 
thereby participating in d'Ri \ i i '-.u is 

participation stems both froru f R1 v s ■ Mk o i hnii 
provision and from the standainne rioi,s nus in \ 
undePAnite. it is common fo! the pi il \liilu U' > ^ pi 
the captive's offer of terrorism insurance when the 
captive is also providing propcit\ 01 V- isi.iio .n ' i 

in more complex scenarios, captives provide standalone 
terrorism programs, often as a supplement to a 
traditional insurance placement. Tliese arrangements 
.mo.st commonly involve providing insurance for 
propertv losses resulting from terrorism, not .standaionc 
liability placements. In some casc.s, the captive is a.sked 
to provide limits in excess of what is available in the 
commercial market and/or to provide additional breadfli 
of coverage. 

An example of a more complex .structure is a captive 
providing S500 million in excess of $50(1 million of 
conventional terrorism insurance purchased from 
commercial insurers, S 1. billion of NBCR coverage, and 
wraparound protection for the commercial insurance 
program. The wraparound element provides for payment 
of losses by the captive insurer if the commercial 
insurance program docs not result in Ihc expected 
coverage after a loss. 


CAREFUL EVAIU.ATION REQUIRED 

Although implementing a terrorism insurance program 
within an existing captive (or forming a new captive to 
Implement a terrorism insurance program) is relatively 
straightforward, it is important to thoughtfully evaluate 
the feasibility and appropriateness of doing so prior to 
implementation and again during subsequent renewals. 
Several key consi<ie.rat.ion.s follow. 

• Captive.s are included in the definition of insurers 
under TRLA according to Department of Treasury 
guidance,: however, captive owner, s have been 
spedficaiiy cautioned against “gaming" the program. 
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ill ^ I \ui s i'' lit n It ..I u xiriim of the inherent 
I. )->TKt i I niivr.. L ina m n ii ievei of control a 
1 'll \hi 'Jt.1 il't th t -'pfive’s parent and other 

.mil liv d i np s m M h t \cr in insurer in a captive 
iniMKv' ! is tm 1 he I. Tufions emphasize that 
I'tivL i" a! shoiiUl t oi i.'kt actions that would 
n on^rh J in >' ; 'rn/ation’s overall share 
' il s s itvinpl apint insurers should not 
ti.ii’-'.. iM\ 'ru i.u pi( muim low in order to reduce 
ih L ip I t. s I R’ \ d lucCtl'K 

^ ii i iMt 1 111 r 1 1 ik t' ! mined and provided. 

> 1 i! nrt ttois ut. t(>n'-id(-!cd when determining 

u III tt 1 pH I'l iinaii vt'usidcration is that 
, i I'll nusi |v ^iifii.1 nt to satisfy the 
t n I M ‘ iitiK ill uT-urini.e regulator. Captive 
. u' i 'v o’mians iccuhtmi spply different 
st 1 ! t i b' i III piuiu ih concerned with statutory 

I I iinii uid I nsunng that the captive insurer 

. IS the capitUt to meet its reasonably foreseeable 

m, to policyholders. Regulators also consider 
such iraditionai iactnrs as reinsurance protection 

I I this unis sis. as vm ii as nontraditional “assets” 

.such as letters of credit posted with the regulator. 
Second. capitah/aUon .should be evaluated based on 
appropriateness considering the overall business plan 
and objectives of the captive. 

• Preniiums charged by the captive should be based 
on current market prices. If preinium.s are not 
thoughtfully derived and .supported, financial 
penalties, including not recovering in the event of a 
loss, may apply. 

• Capt:ive,s, like all subject insurers, may be required 
to submit information on terrorism premium 
rate.s for review by NAiC and the Secretary of the 
'Ifcasury. .Should acrual. aggregate insured losses 

exceed SIOO billion the amount at which the 

federal government's annua! liability is capped — it: 
could result in a policyholder receiving less than the 
stated policy limits. 


TRIA permits insurers to oot UP n.ui'iir.U(ii, i-o,i 
for all or any portion of anc k's^ no’ ' i ud ‘i\ 'hi 
Act. No payments will be mad' it" til'- o! icmo iuti 
resulting in aggregate insuieu iossus ot th m 
SIQO million. The effect ot the i i- to iniioduiC 
uncertainty in the event of snuiHei io’.'.L-. Xwo'si i I'-o 
scenario could see an insurer evpv'scd to iip i" bii'* >1 
a loss of up to S 99 , 999 , 999 . 

Timing must be considered when creating a captive 
or amending its purpose to svritc new lines of 
coverage in order to avail itself of coverage provided 
by TRIA. It typically takes between 30 and 60 days 
to establish a new captive. With an existing captive, 
the timeframe will depend on its current scope and 
desired amendments, but it is likely to take at least 
seven days to secure the required approvals and 
incept the coverage. 

The startup and ongoing administrative costs of a 
US-domiciled captive should be considered and can 
vary depending on several factors, such as scope and 
fees for management, audits, legal advice, and actuarial 
work required. 

Under 'FRiA, insurers — including captives are 

required to proccs.s claims in accordance with 
customary busines-s practices, Other procedures may 
also be prescribed by the Secretary of the Treasury. 

If a captive insurer is affiliated with other 
organizations that qualify as insurers under TRl.A, 
the direct earned premiums of the affiliated insurers 
will be considered along with the captive'.s when 
determining insurer deductibles. 
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STANDALONE PROPERTY 
TERRORISM INSURANCE MARKET 


'H3URANCI MARKET 
' i fC. i \ H aM.uLK Wi' 


Rif 1 f r 1 ' R CAPACITY 
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Notft: I'fK- m«rk(>twidR<apiicity would 1 )p clifhcult to ocmil''e at a isasorjabte 

ccist lor any individual dif.-nt. im<) fiw dIc'Xr.i iepl( c.ovetaijo aisove S1.S WHioo. for a 
dietit witi) i inf.f.‘ntraiixisi>'«s-i(i!stf>«sofTier 1 citiesorthosa 

with Cfxposi oi>erties perteivecJ <is largsts for terrorism atCacksor 

wtierfs thcr« s of foiled plots, the i)vffili>l>le capacity is lower. Insurer 

ciipaciiy (a; ;cfed by accttmubiiori of agaretwfw within ZIP codes 

itidudiity T rw York, Chicago, WasNnfiton, O.C., and San Prandsco. 

SourcdiMa li/«>c} Risk Group. Data asofAiwil 23. 2013. 


Terrorism and political violence events remain a 
threat worldwide. Demand for lerrtirisrn and poSitica! 
violence insurance coverage has grown in the Middle 
East, Asia, and North .Africa following the so-called 

Arab Spring of 2010. 

Standalone capacity' can vary considerably, primarily 
due to; 

• Location of risk: The demand for coverage in maior 
metropolitan areas has a sub.staniial affect on ihc 
available capacity. 

• Insurer's accumulation of exposure: ;\los! insurers 
place aggregate limits on the risks they wdli lake, which 
can limit capacity in certain locations. 

• Concentration of exposure: Tcrrori.sts attack target.s 
of opportunit)--. Although it is certainly possible that an 
attack could occur in a rural area, a remote town, or a 
small cilv, demand for coverage vviU likely be higher in 
major metropolitan areas due to the concentration of 
exposures and higher perception of risk. 


iMARKET CAPACITY 

• Standalone capacity has increased significantly for 
exposures outside central business districts. 

• Approximately $750 million to $2 billion per risk in 
standalone capacity is available to companies that: 
do not have sizeable exposures in locations where 
standalone insurers have reached or are approaching 
aggregation limits. Capacity in excc.ss of S2 billion is 
available but is more expensive. 

• For locations where standalone insurers have 
aggregation issues, the estimated market capacity is 
approximately S850 million or lower in some cases. 
Additional capacity can be accessed, but typically at 
significantly higher rates. 

• .Monito.ring of aggregates is a priority for insurers, with 
capacity in. top-tier cities being priced accordingly. 
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TERRORISM REINSURANCE MARKET 

'-I hi h ! U' itt' i.nhc- terror reinsurance 
liu! t ’ni unh A’{h u ^irJ fi! supply and demand 
ui n ! 1 )' bo 1 s iiul cinerages are defined, 

li.iunich i' 1 i-'jn it . oJan^e of capacity in the 
liik I Jj ti(h< t'-' i iiv.< ( 1 a najor recent terrorism 
11 1 ‘'uUi n, h a '■nhk to softening treaty 

K I ispiii> Ut) u’ (I u i’l and/or riot coverages in 
--IK! iiMu idt noi iMii piograms arc impacting 
^L^ itl'.nti 1' I uh i d t)ii_ di.imatic increase in global 
u< ' b"’ i Miu Ml mtu t.cd licquency of localized 
oi t ,io \ sp th( iossi.suith( facultative reinsurance 
ioKi \s 1 >t-i.icaiiu thi. boston Marathon 
homnsne s nnnati on !he insurance markets is still to be 
Jl I run d as oi ihis v nting 

1 1 pci iicl iHlu IS an estimated S2.5 billion 

1] laoi it\ ipi)!(>\finan b ior terrorism and sabotage 
covcras’c avaiiahic in the lacultativc reinsurance market 
ailheomi o! tins willing t apKity for the broader 
iKsluical violence coverage vunc.s depending on world 
events and losses within specific territories. As loss 
activitv tncrcases and pricing subsequently rises, capacity 
IS all) cK ltd lo the tei I it on \c\ titheless, the recent 
increase in los.s frequency in the facuiuitive market 
has not yet affected the general market and a general 
market hardening is not presently anticipated. Instead, 
there have been changes to capacity and pricing at 
the local level. 


policy, larger scale political upheavals including 

events categorized as insurrection, civil strife, rebellion, 
revolution coup d'etat, mutiny, and w-ar - arc covered 
only by the specialist political violence marker. 

The volatility in the region has therefore led to increased 
demand for political violence coverage, as carriers are 
looking for comprehensive reinsurance coverage to 
ensure that claims will be dealt vvilh effectively and 
swiftly. Recent events in countries such a.s Tuiu.sia 
and Egypt have illustrated how situations can rapidly 
escalate from those categorized by reinsurers as .strikes, 
riots, and civil commotion to full political violence 
events. By purchasing full poiifica! violence coverage, 
reinsurers and insurers have a broad spectrum of 
insurance, meardng protection is provided regardless 
of how the event is defined. As a result, the market has 
become more restrictiv'e in some Middle Eastern and 
North .African countries. 

Loss history' and incorrect interpretations of terrorism 
coverage in the past have also emphasized the 
importance of understanding the subtle differences in 
coverage. In Israel, for example, attacks by Hezbollah 
were classed as w'ar los.scs by the government rather than 
as terrorism losses. 


G1..0BAI UNREST 

The .scale and damage caused by the recent global unrest 
has prompted a number of in.sureds in several countries 
and regions to broaden the coverage they purcha,se 
ill an effort to mitigate any potential gaps, Coverage 
trends, however, vary by country and region. Rather 
than take a onc-,size-fits-all approach, rcin,surcr,s are 
increasingly evaluating coverage needs on a pcr-tcrriiory 
or per-region basis. 

'The unrest occurring in the Middle East and North 
Africa has led to a change in coverage purchasing 
behavior. As the nature of events in the region continues 
to change, a number of reinsure.r,s are reassessing 
their overall protection. While strike.s, riots, and civil 
commotions arc typically included in an “all risk" 
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INTERNATIONAL SCHEMES — 
GOVERNMENT POOLS AND TRIA 

H u'< >1-. Pi I’lam i he global terrorist threat 
M. I lOi V t nx'tisn fLinsiirancc pools have been 
ti ! O', ihl’ I 1 v-ountries. The pools were 
(. Lt'li'lipa in k thin to the specific threats faced 
M liinn X <Kh i.i'an!! \, and i ach pool generally requires a 
di- -k uAH-n tin national government that a terrorist 
..V ..ni ha.-- o-..--ui ted tu trigger coverage. In the countries 

FIGURE 13: GLOBAL POLITiCAL VIOLENCE RATINGS 


-Political Violence Index 20' 


where compulsory or i>f lit n ii 1 i’‘o '•m tin-- '■am. 
pools exist, property msji iilc pnhLi^^vin t'v (.xivudLd 
to include terrorism coveni, 1 1 1 ' iw '\i!h 

the local pool, in such '-itii \tii i ili u l’Ik u >n o! 
the standalone terrorism s ihi mo oi pnhin. i 
violence policy should be uithi. ■ oiit^ i iv. ip id > uns 
(DTC), difference in couJuioiT' Mid i nil-- Dh nu 
or primary of the iocallv i--MKd jii *' uIk' p nd 
coverage depending on the pm! p m-, u d 
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FUTURE OF TRIA/TERRORISM 
INSURANCE IN THE UNITED STATES 

'll i ''MVs ’'>0^ terrorism insurance has 

bi ‘ 'ud h ivii!!!'! k' i op rt\ and other qualifying 
1 -• li I ‘sl >p . in lit rs ti! nundated to offer TRIA 
t lit o! \ii< H (' ui i! I ti. me! the coverage must 
s >■ r iiiiuio inMo' I ! rs^ and conditions of the 
on 1 ) vhui 'lx. iR^\c()\ti iftathes. 


- Ci EXPfRRS OR 


!' ! \ I dlos\i, d lot xpiiL (M is substantially 
u" u j'ld iht !’)andi!<u\ makf ivaiiable provision 
,s nil" vv.1 'nsuo r ^ wtuild not he obliged to offer 
N'i<)'is!a co\t.!ag( ! lu pne mu that insurers charge 
in)- 1 RIA IS eifeclivelv subsidized, in par! because 
the lederal backsiop does not charge insurers for the 
protccnon it otters. 1 herciorc. the i RIA premium 
charged hv insurers without I'RIA in place Is likely to be 
considerably higher. 

Potentially, property reinsurance capacity and 
competition could positively iniluence the -supply of 
terrorism capacity; however, available coverage and 
limits would not "be as readily available. In particular, 
this may impact companies that have substantial 
property exposures in central business districts and 
where reinsu.rance capacity would be diminished and 
insufficient to meet insurers’ demands. 

Additionally, .some industries arc susceptible to certain 
iiTsurance requirements, such a,s mortgage lender 
requirements with real estate companie.s. Within 
TRIA's current structure, the iirnirs available for 
terrorism in.surancc arc typically sufficient for real 
estate companies to meet their risk tran,sfcr and lender 
requirement needs. .A change in the Act’s structure could 
polentiaily cause a gap in demand and availability. This 
susceptibility is not limited to “central business districts” 
or major cities. 


STANDALONE MARKET 

The main alternative for a properly terrorism risk 
transfer mechanism if TR.IA Is not reauthorized would 
be the standalone terrorism insurance market. As 
standalone capacity is finite, the cost of this capacity 
likely w'ould be considerably higher in areas or cities 
where demand is high, such as major metropolitan 
areas, central business districts, iconic buildings, ports, ^ 
airports, and even “soft targets” such as .shopping malls. 
This market dynamic varies considerably by location. 

In certain high-risk cities — such as New York or 
Washington, D.C. — the cost of standalone terrorism 
insurance capacity can he five to 10 times higher than 
the current pricing for TRIA embedded as part of 
property programs. However, standalone capacity in 
certain ZIP codes is so limited that approximately 10% 
of the current embedded TRIA limit may he currently 
available in the standalone property terrorism market; 
should TRIA no longer be in effect, capacity will be 
affected. In areas perceived to be lower risk, the costs 
and capacity can be similar between the standalone 
property terrorism market and 'TRIA embedded as part 
of an “ail risk” property program, 

STATE REGULATIONS 

It is important to note that state insurance regulations 
in 14 of 29 states where ,siandard fire policies (SI'P) are 
mandated do not permit property terrorism e\c:lusion,s 
or sublimits for fire caused by a terrorism event, I.n the 
absence of substantial market reinsurance capacity to 
offer insurers an alternative reinsurance mechanism to 
TRl.A, this would likely impact the level, of fire or “all 
risk” properly capacity these insurers could offer in ureas 
or cities where they are concerned about the aggregation 
of terrorism risk, for companies with iocation.s in those 
areas or c!tie.s, this will result in le.ss available firc/“all 
risk” properly insurance, as well as lerrorism coverage if 
TRIA is materially changed or not reauihori.zed. 

In the absence of TRIA, companies with single-ca]Tic.f 
property insurance programs and large limits 
(SlOO million or more) in high-risk areas or those in 
states that have “fire following/no terrorism exekusion 
permitted” may require insurance programs to be .shared 
and layered in order to achieve desired limits, This will 
increase the number of insurers needed to provide the 
same level of insurance and likely will increase the total 
cost to insureds. 
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" uIh 1 1 i n auiho’ i/ Ui.jn <?{' TRIA, shared and layered 
' i ^ 1' ^ pniu’ams likely will be subject to 

^ ivi j ii. 'Kt.'. b\ layers of insurance on the 

v\H'n uid i( rs'"' t iHjrism coverage. The main 
s.np'K liion- of h nokntial differences are using 
hii., 1 ' 1 ' -.(!•.( sta'iJjlone t' irorism capacity to fill gaps in 
i'lsu, I u.. p.oyi.i'ns increased risk if self-insuring gaps, 
Hid !•'■) i.o>uu' n nl couiage in the event of a loss. 

WORKERS' COMPENSATION 

In addibon to property insurance, other coverage lines 
likely witi be tmpacleci if TRIA expires or is significantly 
changed, particularly workers' compensation insurance, 
as workers’ compensation insurers are not permitted 
to exclude terrorism from their policies. Insurers are 
concerned about potential aggregation of risk, which 
.may impaci the availability of workers' compensation 
insurance .should TRl A niaterially change or expire. 

\\ here these insurers are ai.so offering other lines of 
snsiMante. ^uch as property, the combined aggregate 
expo^tne iiki ly will further limit their ability or 
vvithniiness to offer substantial property limits. 

The workers’ compensation market has been affected by 
the risk of a terrorist attack, even with the reinsurance 
backing TRIA provides. Because TRIPRA scaled down 
the protectioirs afforded by the original 2002 Act (via 
mechanisms such as increased retentions), it forced 
insurers to be more vigilant in enforcing concentration 
guidelines. For example, some carriers have not renewed 
marquee financial services accounts because of the 
concentration risk in cities perceived to be terror targets. 

If TRIA is either modified .significantly or not renewed 
in 2014. the expectation is that employers will continue 
to have sufficient in,surcrs from which to purchase 
workers’ comperrsation coverage in order to comply 
with state laws, Since such coverage is .statutory and 
cannot ho limiled, the terms of workers’ compensation 
coverage will not be impacted by the absence of TRIA. 

An excepiion to this is the market for excess coverage 
i'or scif-insured employers, immediately after the 
September .11, 2001, attacks, some excess insurers 
responded by capping their liability at levels less than full 
statutory coverage, .Mowever, in the pa.st, other insurers 
responded by writing statutory coverage above the limits 
of the underlying carriers; competiHon for workers’ 
compensation bu.slnes,s continues to exist in the market 
in 20 Id, albeit, at higfter prices. 


Two likely impacts that the absence of or a serious 
modification of TRIA could have on the vvorkers’ 
compensation market are in the areas of pricing and 
capacity. It is expected that the reinsurance market 
would Ukclv increase pricing becau.sc of the increased 
potential exposure. This would, in turn, have a trickle- 
down effect on the primary workers' compensation 
marketplace. Further, the ability of insurers to u.sc 
reinsurance capacity to manage ttteir maximum 
tolerable losses could prove more difficult, especially 
for the terrorism perils of NBCR events. This could 
significantly alter carriers’ risk appetites and their 
willingness to offer coverage to employers with large 
employee accumulations. 

In addition, insurers have had more than 10 years to 
collect premium and build surplus for the potential 
exposure to terrorist acts. Becaii.se of (his, tht're arguably 
is capacity in the workers’ compensation indu.stry to 
respond to a terrorist event should one occur. One 
que.stjon that arises; is that accumukated capacity 
adequate in the event TRIA is allowed to sun.set? 

While not frequently mentioned, the ernployer.s’ 
liability component to the workers’ compensation 
policy may also be a factor. When barred by workers’ 
compensation’s exclusive remedy from suing the 

employer, claimants will frequently sue others for 

example, fire suppression system installers or security 
guards — in an efibrt to find a deep pocket. The 
employer Is then brought in via thi.rd-pa.cty practice, and 
the employers’ liability policy would have to respond. 

To a lesser extent, serious injuries and aliegation.s of 
wanton conduct by the employer tend to produce 
attempts to surmount the workens' compensation bar in 
search of higher tort damages. For example, there could 
be allegations that cost-cutting measures re.sulted \n a 
reduction of the number of security guard.s,, despite an 
awareness of a .serious threat. 


GENERAL UABHITY 

Unlike property insurance, the general liability (G.L) 
insurance market does not have robust standalone 
terrorism capacity. While it is po,ssibie to model the 
potential of loss with a single building of “SX” value, 
insurers typically find it difficult to become comfortable 
with Gl. risks, because the frequency, severity, and 
instrumentality of loss or number of victims cannot be 
predicted, .Additionally, in the absence of TRIA, although 
there is no terrorism exclusion in a typical G.L policy, 
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oi!)' ■ cv. u> jikU on Jit oiis tould be brought to bear 

1 in 1 1'- 'n ' fv> ooivi i.\posure to large terror 

i XI \.iiiiob vii,,'' upon the circumstances, 

n u li'ii;''! -i, I'si. ti'iluoin i \ of defenses: late notice, 
p '!ii Tu-),-) pt >1 -ssional liability, or war. 

CAPTIVES 

Ot^ t 1 ii ' tint ( I I )v <<tpt!\es also are likely to 
1 * ' 1 I i *h 1^1 Ii m \ !s dllowed to expire 
i i.,r n •? tlx haneeJ. Captives are widely used 
i s j 1 ihi. It \ liiabL in the commercial 

in i u i mi 111 soil V is( s captoe insurers are the 
Ii' iv il iIk 1 Ooii lor certain iavers and/or perils. 

1 'll I rot f( rniiion m areas o! higher perceived risk 
n i 1 pion ri\ or emplovoe-reialed coverages in 
111 Lilts ( ,c icr jIIv speaking, since captives are best 
s in xiiin 1 \ op‘ ! iim ' 1 1\( is. <n as a mechanism 
ti ! 1 cf ssin^ iisk t insier solutions, It t.s very likely 
ihal. absent 1 RIA. captive utilization for terrorism 
(oxti igL Would chuige sigiuhcantly. Without I'RIA, 
e lpll\l,^ will iikcU iLiett to their traditional role of 
providing coiTiiTiercial reinsurance access to the captive 
sponsor (where such reinsurance exists) or simply 
as a mechani.sm for funding lowor-icve! retentions 
more consistent with the net retention.s that are in 
effect under TRIA. 

CYBER RISK 

Although there has been no precedent where TRIA 
has been applied in response to a cyber attack, a 
cyber-terrorist: attack arguably could trigger coverage 
under TRIA so long as the Treasury .Secretary certified 
the attack as an “acl: of terrorism” and all other 
statutory requireinents w'ere met. Thus, TRIA could 
be instrumental in providing stability in the event of a 
“cyber Pearl Harbor,” in which catastrophic damages 
resulted, Notably, as the severity and frequency of cyber 
attacks have grown more prominent, several proposals 
have been made to clarify that TRIA could apply as 
reinsurance in the event: of a massive cyber attack. Were 
that darification realized, TRIA could spur additional 
capacity in the cyber market:. 


IMPLICATIONS FOR THE 
REINSURANCE MARKET 

If TRIA is not extended or is substantially modified, 
the impact on embedded terrorism insurance coverage, 
standalone terrorism pricing/dernand for capacity, 
and TRIPRA captive placements arc likely to impact 
the reinsurance marketplace as well. Although the 
standalone terrorism market continues to remain an 
alternative to TRIA coverage offered as part of property 
“all risk” policie.s, there is not .sufficient capacity for 
regions with the highest demand for insurance to meet 
the needs of all policyholders. Coupled with limited 
availability of standalone rcin.siirancc capacity and 
continued perceived limitations on the reliability of 
terrorism risk models, the insurance markets arc not 
well positioned to be a viable alternative replacement to 
TRIA or other government-mandated and -supported 
terrorism risk transfer mechanisms in the United States. 

Terrorism catastrophe exposure continues to he 
of particular jntere.st to property and workers' 
compensation insurers and lo rating agencies for several 
reasons. First, unlike properly insurers, in most cases 
workers’ compensation carriers are obligated to cover 
terrorism for every risk in their portfolios. .Second, unlike 
for natural perils, A.M. Best requires a carrier to model 
the severity of its highest potential attack scenarios a.s 
well as a percentage of pohcyholdens' surplms. This could 
result in some notably high results with the potential of 
being stress tested, and, in select cases, could impact an 
insurer's rating. 


MERITS OF REINSURANCE PROTECTION 

•Although the need for TRIA is clear, reinsurance 
protection can help companies wittvstand the 
nonrenewal or alteration of the program. Indeed, 
even though the federal backstop currently is in place, 
many in.surers seek to ensure additional protection 
via reinsurance. These standalone reinsurance 
protections typically exclude losses resulting from 
NBCR instruments, but would protect all lo.s,ses from 
the property, ca.suaity, and workers’ compensation 
policies they underwrite. Standalone reinsurance 
pricing continues to vary depending on the geographical 
location of the risk(s) and proximity of the risk to a 
perceived target of terrorism. 
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' i lilt iT p x-ii vd to benefit from lower TRiA 
i 1 i )i IK t i ! ' 1 direct earned premiums) likely 
:1 may need to reduce their 

r _ adv kxc ) ' t icnorism on the front end (reduce 
w Hiu' I I \ n !>i if m-iurance protection. While 
di t I nd\ ipuji to be ample capacity for insurers 
ti u' n 1 n d t i ejnsm reinsurance, increased 
0 1 1 oiilJ Ilk i u suit in constrained capacity’ and 
1^1 p I ^ h pot ntial scenario that an insurer 
suit IS U, s 1 ssthuilhf current SlOO million {and 
poi V hijii,) ki! ii ) industry trigger — without 
i\ (.le 'v tsf ment fioin I R!A - is gaining heightened 
in t » 1 * ' V rriifis and the ratingagencies. 

Higher reinsurance limits and costs could make it 
less afjordahie for smaller companies to buy sufficient 
coverage. Any diamatic change in TRIA potentially 
could lead to contraction in the marketplace in both 
insurance and remsurance. In a recent briefing, 

A.M, Best indicated that material changes in TRIA 
would raise rating concerns cspedallv in cases where: 

» Net exposure, to terrorism (excluding the benefits of 
d'RIA) exceeded 20'K> of capita! and surplus. 

• Aggregate exposures of risk.s in certain geographic 
areas are notably high. 

• The locations of exposures within these areas 
potentially impact capitalization. 

In its discussions with in.surc*rs, A.M, Rest is questioning 
potential plans to trac'k exposure, underwrite aggregates 
more conservatively, not renew specific risks, and/or 
increase/change reinsurance purchases should their net 
TRiPRA retention notably increase., Ovcrrcliance on the 
federal backstop is not considered to be a good substitute 
for sound risk management. 

All rating agencies require cedents to model their largest 
US t'crron,s.m exposures and measure their frequency 
and severity again.st their policyholder .surplus. Those 
carriers that have notable backstop I'RiA protection as 
a percentage of their policyholder surplus may benefit 
from having proactive rating agency discussions while 
improving the accuracy of their exposure data and 
modeling output, T'hey may also benefit from proactively 
pursuing exposure identification, exposure mitigation 
though portfolio management, and exploring various 
reinsurance solutions, 


IMPLICATIONS FOR MEETING 
LENDER REQUIREMENTS 

Terrorism in.surance for .real e.statc companies and 
construction firms is often required as part of their 
mortgage agreements; TRIA has offered those companies 
a mechanism for meeting lender requirements. The 
impact of not meeting the mortgage requirements 
varies from client to client and can include minimum 
premium spends, which are considered punitive. It has 
been speculated that the absence of TRIA could impact 
real estate investment and construction, ''development 
activ.itv because of the challenge v..ith meeting 
lender requirements. 

Terrorism coverage may still be offered by certain 
property carriers if TRIA i.s not extended. However, 
it is very unlikely this would be at the levels that US 
businesses, specifically real estate and con.struction 
companies — two indu-strics cNspccially .susceptible to 

meeting lender requirements would need to meet their 

and their lenders’ risk transfer needs. .Additionally, there 
likely would be certain areas where market-wide capacity 
would be limited. TerrorKsm capacity/coverage w'ouid be 
at higher cost than businesses are currently paying. 


POTENTIAL APPROACHES TO 
TERRORISM PROGRAMS 

For insureds that currently rely siib.stanlialiy on TRIA 
for terrorism coverage, the current period of uncertainty 
is problematic. During 2013 and 2014 -- or until a 
decision is made about TRIAks future. •— a number of 
approaches can be considered by in,surecls. 

Following arc some examples of potential approac:he.s. 

It is important to note that: arty program sl'nicture need,s 
to be implemented based on an insurKd’,s specific needs. 
Also, in most cases for the buyers of TRIA coverage, in 
areas with the highest demand for terrorism coverage, 
these approaches are unlikely to completely replace the 
current level of coverage and limits provided under 
TRIA as part of property or captive programs. 

• Insu.rcds with TRIA 100% embedded as part of “all 
risk” property programs .should work in coordination 
with property brokers and insurers to determine 
which property insurers are likely to continue to offer 
terrorism coverage as part of property p rograms, 
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it I K 1 \ \1 i I n U' potential gaps in 

, piM 1 isv < t I s} i u\ V itentified should TRIA 
U 1 1 (!‘ \ ^ii' 1 s>S extended, insureds 

ilk I wililiu ! ,i 'itv lo nsider. For example, they 
n i\ u ! til on iJi di ina standalone capacit\’ 

> ) 1 t' i( ^ ilternatives include 

u kI su iKvipi si\ u H! Tit nt contracts or excess 
! m < ' 1 1 ur 1 t \ i*n tl)' option to drop down 

I iii t i' ^ n I i If iiiti whiK property carriers 

1 ' nti Ki )if ip It noiism coverage in TRIA’s 

II IK h -t )>-'-oKiu 3 it- likely to add to the total 

()\ iiU 1 11 1 isii n ( cost; and in cases where 

n li i\. \p 11 in r iijor cities or areas where 
1 (iKi nt ir iisin (. iri]< 3 s offer limited capacity, 

<'i 1 Ik K to It I It in It diued overall limits and 

ctii't'i'.uu' nil' li'fi-oriMn, 

• in ds tn It c. n 'cr iK k it. ss propeity TRIA coverage, 

ih i-s pirt of a captive p operty program or as 
M tndiki in captive ! RIA nohey, should consider 
.securing standalone tcrronsin reinsurance for 
(he captive’s liabilities as defined by the Act. This 
standalone capaciiv can then be accessed on a direct 
basis in the event i kia is not cxlcnded, 

« Captives providing property TRIA coverage that 
already purchase .standalone terrorism reinsurance, 
can consider identifying options with standalone 
terrorism insurers to increase their capacity to cover 
potential changes in TRIA such as an increase 
in the level of reinsurance .required. If TRIA is not 
extended, they can consider converting the standalone 
terrorism reinsurance limits to primary coverage and 
seek additlonai limits in the standalone terrorisin 
irrsurance market. 

• Insureds that currently access standalone terrorism 
insurance markets for either US noncertified or 
international te.rrQri.sm coverage should engage 
.standalone terrorism carriers to discuss various 
options and terms for converting capacity to cover 
.full terrorism risk in the US, including any foreign 
or domestic acts that would have been covered 
under TRIA. 

Since both insurers and reinsurers focu.s on catastrophe 
modol,s to help determine their underwriting strategies — 
including whether to offer coverage, the amount of 
capacity offered, and pricing it is critical that insureds 
provide the highest quality of data possible for both 
property and employee accumulation, as this will help to 
ensure they receive the most accurate terms, conditions, 


and pricing based on their actual exposures. 1 here is 
a direct correlation betw-ecn high-quality data and the 
credibility of modeled catastrophic losses and abilitv to 
quantify an employer’s hazard profile. 

Some examples of high-quality data elements that can 
affect a carrier’s view of terrorism loss potential for a 
particular insured and that can help minimize the impact 
that default assumptions have on expected modeled 
losses include: 

• Accurate location and propertv/huilding information, 
including COPE (construction, occupancy, protection, 
and exposure) data. 

• Total number of employees by location at the 
address level. 

• Shift Information or maximum at each location at 
any one time. 

• Single location or multiple building campus setting. 

From a w'orkers’ compensation coverage perspective, 
providing employees by building location in a campus 
setting will help to mitigate one pitfall of the cata.strophic 
models that defaults to assuming that all employees 
are in a single building versus being spread acro.ss the 
buildings where they actually w'ork. Tdcntifying the 
actual buildings where employees work in a campus 
setting should, when done according to best practices, 
reduce the loss potential to most types of catastrophic 
w'orkers' compensation events (for example, terrorism, 
industrial accident, and natural disasters). 

Two other data elements that can make a di.fl'cren.ce 
in quantifying an employer’s actual hazard profile are 
construction type and the floor where employees are 
located. .Some building types are less prone to immediate 
collapse, which gives employees more lime to evacuate in 
catastrophic loss scenarios. 

In terms of an insured’s property coverage, the more 
complete the data, the more accurate ami comprehensive 
the CAT models will be. This lack of volatility and 
uncertainly aliowcs property insurers to more accurately 
price coverage and insureds to better understand 
their exposures. As a result, the insured can he bettor 
positioned to purchase adequate coverage !imit.s with 
appropriate terms and conditions. 
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I jpi .1 I'vni'i'. vij ii<,'i-captive owners alike shouid 
niuniinpw- expanding relationships with 
I' 'la! U'‘s'jK>is m <)id.-r to be in a stronger position 
ft roi|L > '>t < vpandi’d coxeuige should it be desired, 
f aptUL -iwofts shuuid also ensure the policies their 
apinv'- >.(inuin appiopriate provisions to enable 
a t. cli it' 'n -’! u't'dfiit aOon of terrorism coverage in the 
( \ , Ml t‘i a 'M Ut rial change in or expiration of TRIA. 

l.'nU! the Act's scheduled expiration on December 31, 
2014, using a captive to access I'RJA can be a viable 
tipiion for some companies. Organizations considering 
using their captives to access 'I'RJA should consider the 
following recoin men da tioivs: 

• Determine the captive exposure by calculating the 20% 
hori/onta! deductible, and the vertical 15% quota- 
share, ba.sed on the policy limit. 

• Determine the premium to charge for terrorism 
coverage. l..'S 'I'reasury guidelines state the premiums 
must not be discr.irninatory, excessive, or inadequate. 

If they arc found to be so, this could jeopardize the 
captive's ability to collect in the event of a loss. 

• Bo aware of. and factor in, the terrori.sm risks that 
arc not covered by the Act {such as losses occurring 
outside of the United States). 

• Coirsider purchasing reinsurance for the horizontal 
deduciiblo, vertical 1.5% quota-share, and ,5100 million 
net trigger liability. 

• Con.sider purchasing coverage for a deliberation 
or delay in the TRI.A certification and/or payment 
proce.ss lasting greater than 180 days. 

• Keep in mind that the captive, like all insurers, will be 
i'cspoi"!.sible for as,sc.s.sing, collecting, and distributing 
the po.st-loss sutcharge that will be assessed against all 
palicyhoklers in the event a lo.ss occurs, 


• Compa.re the findings against commercial insurance 

options. 

• if the decision is made hf use a captive, secure the 
approval of the responsible domicile insurance 
regulator and impiement the program. 


POLITICAL ENVIRONMENT 

Federal lawmakers will likely address I'RIA, which 
is set to expire on December .51, 2014, during the 
n3th Congress. Members will have to decide whether 
to I'eauthorize the Act as i.s, amend and modify key 
provision.s, or allow the program iu expire. Two key 
factors will influence the debate: 

• First, the two congressional committees with 
juri,sdiction over the program - the Senate Banking 
Committee (SBC) and House Financial Services 
Committee (HFSC) have new leaders and members 
with divergent perspectives on TRIA and its future. 

• Second, the composition of Congress has changed 
considerably since the 20h7 reauthorization. 

The process will begin in the HFSC, where Republican 
Jeb Hensarling of Texas, in his new role a.s chairman, 
will set the agenda. Of importance to the debate, he 
and 1 1 current senior Republican members o.f the 
HFSC opposed passage of the 2007 TRIA e.\te.nsion 
both in the committee and when the entire US House 
of Representatives voted on the bill in September 2007 
(see Figure 1.4). The voices of the chairman and these 
11 senior members will likely carry great weight. New 
members of the panel will look to their leadership for 
guidance during the debate. Across the Capitol, Senato.r 
Tim Johnson, Democratic chairman of the SBC, likely 
will pre-sidc over a less controversial process, During the 
2007 TRIA cxten.si()n, the bill passed easily in both the 
committee and in the full Senate. 

Both committees have staked out differing views 
concerning their intent to examine and debate 
the program. VVherea.s the SBC’s business agenda 
for the next two years include.s language to enact 
long-term rcauthorization of TRIA “with appropriate 
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mp ''fi i'' t V ss-- ' the HFSC's two-year 
u I'-i.l t pi .n V, ih o I I \m.. c-d deliberation, 
hull o th in isi_!ii I'l ! ' I vplicitiy points out, the 
V )' insii'vL n uU\i’ ihn [■'Mvate sector's capacity to 
i,, V 1 iJ i' > 1 . 'i> tv iii'i I'ln usk and consider whether 
it .i i'Ti- i H I \ 1 ut n as proposals that would 
iv i' I d'i pv'ii -liMi ti dv li t,->pos-ure and participation 
M (h IRIX 1 nss hiuuatp Mijy^ests a straight extension 
ii ihiHU I’K iiinkR'l ’’ Unm'- mas be unlikely. The 
1 iinitv i'l oni'i 'Sional nu n)bi.rs who were not in 
i'* M. t ti ill 2i)v'7 ikinic ( ornplicates matters: 46% of 
til, ( I , His( incnbcis.nt new since 2007, as are 
t'l thiitlc'Tu m rnbi 1 of lh( SBC. 


On September Tl, 2012, the HFSC held a subcommiUee 
hearing in which panel witnesses were in near- 
unanimous agreement in support of the program and 
a long-term reauthorization. On February 5 , 2013. 
Representative Michael Grimm (R- NY), a member of 
the Financial Services Committee, introduced a straight 
extension of TRIPRA. And President Obama's FY 2014 
budget projects net TRIA spending of S443 million 
over the 2014 - 2018 period and S.326 sniilion over the 
2014 - 2023 period. 


FIGURE U: CURRENT COMMITTEE MEMBERS AND THE 2007 TRIA REAUTHORIZATSON VOTE 



* Senator Holier voted against rosuthoritatinn wivic a nteinbec of the House 
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CONCLUSION 

For more than 10 years, US-based insureds have benefited from access to terrorism insurance 
as a result of TRIA. Insureds and insurers alike must prepare for the possibiiifv the Act vviii be 
materially changed or allowed to expire on December 31, 20M Data clearly show a demand for - 
and a perceived need of — this coverage across many insurance lines, notably property, casualty, 
and workers’ compensation, 

Atthough there is private market capacity for terrorism insurance, it may not be enough to meet 
the demand in the marketplace should TRIA not be reauthorized, In that case, despite an ongoing 
exposure to terrorism events, insureds may be unable to secure adequate capacity to insure (heir 
risks, or may be unable to do so at commercially viable prices. It is Mkeiy that many would be left 
to scif-insure at least some portion of their terrorism risk. 

From ihc standpoint of global business competition, it should be noted that Ihcso .no a i 

of countries that offer government supported terrorism risk transfer solutions ih.n ai it! eb 
remain available. For these and other reasons, representatives from real estate, t nance. ^.T'cre' 
construction, insurance, profes-sional .sports leagues, and cisewhere have .suppo' (cd i R1 \ .ind irc 
making the case for its reatithorization. 
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APPENDIX 


I hi' I IS' <■ <.\ iP” li d [Nopf rn ti-rrorism insurance 
PH.l isr>^,'!Sii ti'- in h >ndustn’ sectors, selected 

li I) 1 i. ii ii'l'ia T' sa.uplf population size, 
p L \Lil I \pn jKs f ik UP iiilcs, and premium rates. 
i'Ni i in in 41 niP'W^o pai t of the Overall analysis 
i> I 111'! 1 p '-'ll iJ on n <ii\ido ilK The industry groupings 

I I ' d u ' ui Ai.'-,. I )! iimiud to the following 
IMAA', Ol 

• t !u’inii.al-> --pi i.ia!u clu niual agrochemicals, 

ii'M 'putors t KtsjOj i.ii gasc'-, and personal care and 
luni'i Hold companies 

• Construction; contracfoi's, homebuilders, and general 
contractors. 

• Education: universities and school districts. 

• Energy; oil, gas, and pipelines. 

• Einancial institution-s; banks, insurers, and securities 
firms, 

• Food and beverage; matiufacturers and distributors. 

• Hospitality: hotels, casinos, sporting arenas, 
performing arts centers, and restaurants. 

• Health care: hospitaks and managed-care facilities. 

• Life sciences: research, manufacturers, biotechnology, 
and pharmaceuticals, 

• Manufacturing; all manufacturers, excluding aviation. 

• Media; print .and electronic media, 

• Public entity and nonprofit: city, county, and state 
entities and nonprofit organizations. 

• Real e.stat.e; real e.staC.e and property management 
companies. 

• Retail and wholesale; retail entities of all kinds. 

• Technotog}'/telecom: hardware and software 
manufacturers and cii-stributors, telephone companies, 
and internet service provider-s. 

» Transportation: trucking and bus companies. 

• Power and utility: public and private gas, electric, and 
water utilities. 


The report analyses reiied on data from .Marsh clients 
that purchased property terrorism insurance across the 
United States. Purchasing patterns were examined in the 
aggregate and were also based on client characteristics 
such as size, industry, and region. 

The 2012 data came from property insurance placements 
incepting during calendar year 2012. The study 
population does not include placements in the United 
States for foreign-based rauitinationais or for small-firm 
placements made through package po!tcie.s. 

The 2012 study was based on a .sample of 2„>58 firm.s 
with the following characteristics; 



ISTOUARTlie 

MEDIAN 

3RD DUAR'il E 

TIV 

$36 miliion 

$ *65 tnsiliors 

Sb 5 hi P 

Property Premium 

$51.41 1 

$171,277 

.^555.495 

Terrorism Premium 

$1,000 

$4,915 

$16,409 


It is important to note; 

• The sample size for the energy industry sector 
was relatively small and therefore may not be 
statistically significant. There may be a larger margin 
of error in the data analyzed, which may result in 
properly terrorism takc-up rates and pricing for 
energy companies varying more widely than the 
data indica.tc.s. 

• For some comp,anies, insurers quoted only a nominal 
terrorism premium of SI. These SI premiums were 
omitted from the calculations of the median terrorism 
premium rates. 

• Companies were assigned to regions based on the 
locations of the Marsh offices that served them. 
Generally, this was the Marsh office most closely 
located to a company’s headc|uarter.s. Many clients 
have multiple facilities across the US and liie world, 
meaning the potential risk for a terrorist attack 
may nut be fully represented by whtn-e a company 

is headquartered. That: said, the deci.sion as to 
w-hether to purchase terrorism insurance is typically 
made at headquarters. 
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Appendix B: Evolution of TRIA 


December 31, 2005 

December 3 1,2007 

December31, 2014 

Must make coverage avail- 
able for certified acts of 
terrorism on same terms 
and conditions as tor 
other covered risks 

Machange 

No change 

Foreign terrorism in the 

U.S; and on U.S. interests: 
abroad. Includes an act of 
war for workers' compen- 
sation policies only. 

f^och^ige 

Foreign and Domestic 
terrorism in the U.S. and 
on U.S. interests abroad. 
Includes an act of war for 
workers' compensation 
policies only. 

$5 million 

iNochange 

No change 

$5 million 

ISimlfiton m 2006 (thru 
March 3:1, 2006) ; 

'$50 million rn 2006 (after 
March 31. 2006) 
miltion m 2007 

. $100 mitiion m insured 
loss in a Program Year 

Commercial property and 
casualty (P&C) insurance 
(including excess insur- 
ance, workers' compensa- 
tion and surety Insurance) 

:eommeraal PSC insur- 
ance (including excess 
insurancei.workers' com* : 
pensatlon and directors 
and officers Insurance) 

Nochange- 

• Federal crop 

• Private mortgage 

• Financial guaranty 

• Medical malpractice 

• Health or life insurance 
including group life 

• Flood under NFIP 

• Reinsurance. or retro 


: No change 

15 percent in 2005 

17,5 percent in 2006 
:)20:pefcent in 2007 

20 percent 

90 percent in 2002-2005 

\90 percent in 2006 

In 2007 

85 percent 

$15 billion in 2005 

$25bflfionrn2006 
$27.5(b[ftion In 2007 

$27.5 billion 

$100 billion 

(fsio change 

No change 
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I n Lrpd u c tk) n/S u m m ary 

Chairman Johnson, Ranking Member Crapo, distinguished members of Committee on Banking, Housing 
and Urban Affairs, thank you for inviting me to testify today on “Reauthorizing TRIA: The State of the 
Terrorism Risk Insurance Market.” My name is Erwann Michel-Kerjan. I teach at the Wharton School of 
the University of Pennsylvania and 1 am Managing Director of the Wharton Risk Management and 
Decision Processes Center. 

For nearly three decades, the Wharton Risk Center has been at the forefront of basic and applied research 
to promote effective coiporate and public policies for low-probabiiity events with potentially catastrophic 
consequences (i.e. extreme events) based on an understanding of the decision processes of consumers, 
firms and public sector agencies (ht t p:/7www.whartQn.upenn. e du/riskeenter/T Our team has published 
over 20 studies on terrorism risk insurance since 2001 and has been active in discussing findings with top 
policymakers and industry leaders. I personally took part in a number of discussions with Congress and 
the .Administration at that time that led to the 2005 and 2007 renewals and modification of TRIA. 

In the absence of any severe large-scale attack on national soil since 2001, the program has been 
successful at sustaining a robust ten'orism insurance market here in the U.S. Our more recent work which 
I will discuss here shows that the demand for terrorism insurance from medium and large corporations in 
the U.S is strong and price inelastic (low sensitivity to price) under current conditions. This also indicates 
that if one would like to reduce government’s involvement in that program by increasing insurers’ 
deductible and/or charging for the federal backstop, this could be done incrementally without disrupting 
the market much. We know little, however, about small businesses. 

Without TRIA, though, American taxpayers might actually end up paying as much after a large terrorist 
attack through federal disaster relief (which it will be impossible to deny, as taxpayers have become de 
facto the prime funding source in the aftermath of natural disasters and financial crises alike), if not much 
more as they would today if insurers lower the capacity they provide when the mandatoiy requirement 
expires. There will be an expectation for the federal government to pay for most of the uninsured 
economic losses. I made this point when I testified before the House on September 11, 2012 but it is 
worth saying it again. 

Since 2008 I have also had the privilege to serve as chairman of the OECD Board on Financial 
Management of Catastrophes. The Organization for Economic Cooperation and Development (OECD) is 
an international economic organization of 34 countries, of which the U.S. was a founding member in 
1961. It is committed to democracy, market economy, and economic progress and provides a platfonn to 
compare policy, experiences, seek answers to common problems, and identify good practices. 

The Board advivses those 34 governments and the G20 upon request (www.oecd.o rg / d af/fin/catrisks). Two 
recent OECD international events brought together for the first time ever the heads of all terrorism risk 
insurance programs around the world, industry leaders and the intelligence community. Of note, of al! 
countries that have established such programs, none has let theirs expire. Looking at other countries is not 
only important to be able to exchange notes on possible redesign of TRIA, but more fundamentally 
because American coiporations compete with foreign firms which might have a large part of their assets 
covered by those terrorism insurance programs under different conditions of price and coverage. 
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My testimony today will focus on three questions; 

1) How is TRIA currently designed and has it achieved its goal? Is there room as part of the 
reauthorizption process for modifying TRIA without disrupting the market? 

2) Why have I argued that letting TRIA expire would increase taxpayers’ financial exposure to 
terrorist attackvS, not reduce It? 

3) How have other OECD countries addressed the terrorism risk coverage challenge? 
(something important to know for America’s competitiveness) 


SEC i ION I. what do we know about the terrorism insurance m arket?™ 
NEW EMPIRICAL EVUIENCE 

The lack of availability of terrorism insurance shortly after the 9/1 1 attacks led to a call from some private 
sector groups for federal intervention. For example, the Government Accountability Office reported in 
2002 that the construction and real estate industries complained that the lack of available terrorism 
coverage delayeckprevented projects from going forward because of concerns by lenders or investors. 

fn response to such concerns, the Terrorism Risk Insurance Act of 2002 (TRTA) was passed by Congress 
and signed into law by President Bush on November 26, 2002.' This program was originally aimed at 
providing a three-year temporary measure to increase the availability of risk coverage, but the program 
has been renewed twice since, in 2005 and 2007. TRIA is now extended up to the end of 2014. 

In brief, TRIA requires insurers to offer terrorism coverage to ail their commercial clients (a legal “make 
available” requirement). (Note that residential coverage is not included in this program and it is not clear 
who would pay for residential losses from terrorism). These firms have the right to refuse this coverage 
unless it is mandated by state law, as in the case of workers' compensation in most states. 

Loss sharing under TRIA is organized as follows: The first layer is provided by insurers through a 
deductible. That deductible is calculated as a percentage of the direct earned premiums each insurer 
received in the preceding year from its policyholders for all lines of business covered under TRIA, In 
order to increase the role of the private market over time, this percentage has increased sharply from 7% 

in 2003, to 10% in 2004, 15% in 2005, and it has been 20% since 2007 t.e. nearly tripling over time. 

For several large insurers, this represents billions of dollars before they receive any federal 
assistance. The second layer up to SlOO billion is the Joint responsibility of the federal government and 
insurers, Specifically, the federal government is responsible for paying 85% of each insurer's primary 
losses during a given year above the applicable insurer deductible; the imsurer covers the remaining 15%. 

Contrary to what is done in other countries (see the review in Section III), the U.S. federal government 
does not collect any premiums f or covering 85% of the insurer's losses above the deductible . It provides 
insurers with free up-front reinsurance for exposure dial would ordinarily require a substantial amount of 
(costly) capital should the insurers seek protection from the private reinsurance market alone. The “up 
front” is important here since the U.S, Treasury can recoup part of its payment from insurers over time; 
they can in turn recoup this amount against all their policyholders, victims of the attack or not. 


' The complete version of the original Act can be downloaded at: http:/7www.treas,gov,'ofnccs/domcstic-financc/rinanc!al- 
insiit\ition/tcrronsm-in8nrancLVciaim.s__proccss/program.sh!Tnl. 
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Has TRIA Worked as Intended? 

The main policy goal of TRTA was to ensure that commercial firms across the nation could access 
subsidized coverage, and as a result, more companies would purchase this coverage. 

Market Penetration Has Increased Substantially. The empirical evidence reveals that this strategy has 
worked. Market data from the two largest insurance brokers, Aon and Marsh, on their own clients (which 
tend to be larger firms), indicate that take-up rates for terrorism insurance by large fmis has more than 
doubled, from 27% in 2003 to 58% in 2007, a level that has remained stable since (it is 62% today). 
These figures have been cited in a number of publications and by my fellow panelists today. 

Three important points should be noted about this 62% take-up rate. First, this is not a TRIA take-up 
rate but combines all types of terrorism coverage: U.S. risks only (TRIA only), U.S. risks and non-U. S. 
risks (clients with foreign values; referred as “TRIA and non-certified”), high risks not covered by the 
market (referred to as “standalone coverage’'), and programs structured as a combination of standalone 
and TRIA coverage (often done through a captive). Second, these are based on the portfolio of clients of 
the above two brokers which tend to be medium to large size clients (in other words, these are samples 
only not the full market). Third, there is a lot of heterogeneity across industries (e.g., take-up rate for 
media, education, financial institutions is around 80% but only 43% in the energy sector; Marsh, 2013). 

While we should certainly feel good about the increase observed in 2003-2006, this also means that 
probably about 4 out of 10 large corporations in the U.S. don’t have coverage against terrorism today, 
Whether they will be able to sustain a large loss with internal or external capital is an open question 
Congress might want to analyze further. We need to better understand the demand side of this market. 
Let’s remember that on 9/1 1 terrorism was included as an unnamed peril in most insurance policies so the 
take-up rate was virtually 100%. 

An important element of the discussion about the future of TRIA is that there has been no analysis 
in recent years of terrorism insurance penetration for small businesses which constitute a vital part 
of our economy. They are the most vulnerable to financial shocks. 

Decrease in Insurance Cost The increase in coverage discussed above is partly due to the fact that 
terrorism insurance prices have continuously decreased since 2003. The median premium for terrorism 
insurance for middle-size and large firms was down from $57 per million of total insured value in 2004, 
$42 per million to $37 per million in 2008, then to $25 per million in 2009 (data from Marsh); the 2013 
Marsh report shows that prices have continued to decrease for those firms to about $20 per million today. 
This translates into terrorism premiums representing 3% to 5% of property premium paid by those firms. 
A 2012 report by insurance broker Aon provides similar infonnation on take-up rates for the twelve 
months ending March 2012: $20 per million for TRIA coverage only (which translates into an average of 
about 3.5% of the premium charged for property coverage for TRIA only and about 5% for TRIA and 
non-ccrtified). 

This price decrease is largely explained by the absence of a major attack on U.S. soil since 9/1 1 , thanks to 
the hard w'ork of our government services here and abroad. It is also explained by the natural effect of 
competition in insurance markets. The 2013 Boston attack had no impact on terrorism risk insurance 
markets. 
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SECTION II. WHY ENDING TRIA WILL INCREASE TAXPAYERS’ FINANCIAL EXPOSURE 
^ C TO TERRORISM LOSSES ■' 

Some have said that to limit (or avoid any) additional financial exposure of the federal government given 
the already historical government deficit, TRIA should be allowed to expire in 2014. Under this logic, 
market forces would lead to even more capacity being provided to the market and more firms being 
insured. Losses from a terrorivSt attack would be covered by firms and their insurers (if they are insured). 

While the argument is nice in theory, it totally fails to account for the political reality and the now well* 
known political economy of catastrophe financing in America. 

I have no doubt that the day after a large attack, it will become clear than many firms are uninsured or 
poorly insured because insurers would not be required to offer that coverage anymore and the price of that 
coverage without a free up-front federal backstop will simply be much higher than it is today to reflect the 
cost of capital insurers have to set aside to meet regulatoiy and rating agencies requirements (unless 
insurers cap their coverage to what they currently cover under their deductible and quota-.sharc above). 

Under extreme pressure from the media and interest groups, the federal government will be asked to step 
in. Americans taxpayers will de facto pay for most of the loss. This outcome is pretty certain as one looks 
at how much more involved the federal government has been at providing financial support after 
catastrophes and crises in the past decade than it used to be 50 or 60 years ago. If the attack occurs during 
an election year, this would be even more certain. 

- President's Working Group on Financial Markets, Market Conditions for Terrorism Risk insurance, 2010. See also: Wharton 
Risk Center (2005). TRIA and Beyond. Philadelphia, PA; Kunreuther, H. (2007), Testimony before the Subcommittee on Capital 
Markets, Insurance, and Government Spon.sored Enterprises of the House Financial Service.s Committee, June 21. 
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Overall, the number of Presidential disaster declarations has dramatically increased over time, from 191 
declarations over the decade 1961-1970 to 597 for the period 2001-2010. As Figure I also reveals, many 
of the peak years correspond to presidential election years. In 1996 and 2008 (both presidential election 
years) there were 75 presidential declarations. This record number was exceeded in 2010 when there were 
8 1 major disaster declarations, and again in 201 1 with 99 declarations. 
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Figure 1. U.S. Disaster Presidential Declarations Per Year, 1953-2011 (data from FEMA) 


And it is not just the number of declarations that has increased but the proportion of economic loSvSes that 
American taxpayers are forced to pay. Tabic 1 shows the much more pronounced role of the federal 
government in assisting disaster victims and governments of affected areas by examining several major 
disasters occurring in the past 60 years. The most recent example is HuiTicane Sandy: tire federal 
government provided $50 billion in emergency funds and another $10 billion to the NFIP so it could pay 
all its claims — that is, 88% of the $68 billion loss from Sandy. 


Table 1: Role of Federal Government in Disaster Loss Payment 


Disaster 

Federal contribution to total loss 
payment 

Hurricane Sandy (2012) 

88% 

Humcane Ike (2008) 

69% 

Hurricane Katrina (2005) 

50% 

Hurricane Hugo (1989) 

23% 

Hurricane Diane (1955) 

6% 


This radical increase in government funding — combined with the highly mediatized bail-out of large 
American corporations during the recent financial crisis — is likely to set precedents and expectations of 
more funding to come in the future. This will be especially true for terrorism since it might be seen as a 
failure of our government services to prevent the attack. The question thus is how do we best organize 
risk financing mechanisms ex ante so most of the loss does not fall on taxpayers; under its current 
design, this is what TRIA does. Reforms should seek to increase the private sector’s involvement 
without disturbing the market. As I said before, I think there is room to do just that. 
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SECTION Hi. TERRORISM INSUKAKIE® SiOEOTSONS Ol' I SiDE OF HIE E.S. 


In this last section of niy testimony I would like to provide some international perspective. While this has 
been somewhat absent in recent discussions about TRIA, this is important for several reasons: a) 
Terrorism threat is international by nature; b) Other countries are facing similar challenges as to how best 
use the strengths of the private and public sectors in developing a robust insurance scheme; c) Many large 
American corporations generate a significant part (if not the majority) of their revenues abroad and d) 
American firms compete with foreign firms which benefit from those programs in their home countries. 

I will briefly highlight the solutions currently in place in five other countries that have suffered from 
terrorist attacks on their soil; Israel, Spain, France, the U.K. and Germany (chronologically, as they 
developed their program). I would like to thank the heads of programs discussed here for ongoing 
discussions and their insights in preparation of today’s testimony. A visual comparison is then provided 
with Australia and India added in Appendix 1. 

Of note, several of these programs are permanent in nature; those that are temporary have all been 
renewed with some modifications in recent years. 

I sr a el: G o vern men t Cov era ge, No Involvem ent of Private Insurers 

In this country- with a long hisloi 7 of terrorist attacks, losses from attacks are compensated directly by the 
State according to a pre-defined formula. Any direct and indirect damage occurring within Israel due to 
war or hostilities will be covered by a public compensation fund legislated in 1 961 . The fund built from 
the general property tax collected across the connlry, according to regulations. Insurers do not cover this 
risk. Both individual and business compensation is provided to those who suffer from an attack. 
Businesses can also get compensated for workers’ compensation and loss of business revenues. 

Renewal and Government Exit Strategy. The program is permanent. ■ 

Spain: Government Coverage Sold by P riv ate Insurers in its Behalf 

Eligibility. Terrorism has been covered as part of the State-backed insurance compensation scheme for 
extraordinary risks (including also storms, floods, earthquakes, riots), by the 1954-estabIished Consortio 
de Compensation de Seguros fund. Coverage for these risks is included as an add-on to property 
insurance sold by private insurers who are not financially responsible for losses. The private sector has 
never expressed an interest in covering terrorism or these other extreme events. Pricing. Commercial 
enterprises pay 0.21 euros per thousand of properly coverage and another 0.25 euros for business 
interruption to benefit from this state insurance against extraordinary risks. 

Loss Histoiy. In the aftermath of the March 1 1, 2004 terrorist attacks in Madrid, the Consortio paid 41 
million euros in claims (railway vehicles were not insured). The December 2006 attacks against the 
Barajas Aiiport triggered another 46 million euros in claims. These claims were rapidly paid by the 
Spanish catastrophe fund which currently has over 4 billion euros in reserve and has never used the State 
guarantee in over 50 years of operation. 

Renewal and Government Exit Strategy. The program is permanent, ■ 
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France; PubHc-Private Ris k Sharin g; U nli mited Gove rnment R ein surance 

From a legal perspective, the situation in France was especialiy acute in the aftermath of 9/1 1 because the 
1986 law does not allow commercial property insurers to dissociate terrorism coverage from commercial 
property. To stop covering teiTorism meant to stop covering commercial property at the 2002 renewals. 

The GAREAT, a public-private partnership, was established in December 2001 as a co-reinsurance pool 
organized under a tier structure of risk sharing. It operates on an aggregate annual excess of loss basis. 

Risk-Sharing Arrangement. The first layer presents an annual aggregate capacity of 400 million euros 
shared among all 205 members of the poo! prorated to their share of ceded business. A second layer is 
provided by members (private insurers) and reinsurers up to 2.3 billion euros. Above that, the State layer 
is an unlimited guarantee by the French government provided through the Caisse Centrale de Reassurance 
(CCR), a state-owned reinsurance company. Since 2005, there is a special treatment for small risks 
(below 20 million euros of total insured value): the government grantee is triggered above 20 millions, 
GAREAT being responsible for the first 20 million euros. 

Eligibility. Terrorism insurance is mandatory in France, so the take up rate is 100%. As of 2013 90% of 
the large commercial and industrial risks had been transferred to the pool and 12% of small risks for 
property damage and business interruption, including chemical, biological, radiological and nuclear 
(CBRN) attacks (GAREAT does not cover liability risks, personal accident, marine). Moreover, the same 
deductible is applied for terrorism as for other property coverage risk pricing. 

Pricing. Reinsurance rates by the GAREAT do not vary with location; they are identical across the 
country. They apply as a percentage of the property premiums of the business ceded for different insured 
value segments; below 6 million euros (Automobile 0.10%; Homeowmers 0,8%; Commercial and 
Industrial risks 1 .20%; Farms; 0.60 %); between 6 million and 20 million euros the rates arc 4% for each 
class of business. For sum insured above 20 million euros: 12% (between. 20 and 50 million euros); 18% 
(sums insured higher than 50 million euros). For nuclear plants the rate is 24% whatever the sum insured 
are. GAREAT redistributes premiums collected from its members back to them if not used to pay claims. 

Premium Sharing with the Government. The premiums levied by insurers against policyholders are 
transferred to the GAREAT and shared as follows: members of the pool keep nearly 44%, the reinsurance 
layers 44%, and the CCR receives around 12% of the total annual premiums collected. 

Renewal and Government Exit Strategy. The pool was first set up for a single year with the option of 
being renewed, as was done in 2003 until December 31, 2012. The program was renewed on January 
1, 2013 for another 5 years. ■ 

U.K : Pu b lic-Priv ate Risk Sharing; Unlimited Gov ernment Debt I ssuance 

In the wake of the terrorist bomb explosions in London in April 1992, which cost insurers nearly $700 
million, and an announcement seven months later by British insurers that they would exclude terrorism 
coverage from their commercial policies, the U.K. established a mutual reinsurance organization. Pool 
Re, in 1993 for commercial property and business intenuption to accommodate clainis resulting from acts 
of ten'orism. 
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Eligibility. The scale of 9/1 i attacks in the U.S. led fo a major revamping of Pool Rc. Since the end of 
2002, protection of companies operating in the U.K. under Pool Rc has been extended to ail risks, a 
category that now includes damage caused by chemical and biological as well as nuclear contamination 
(while war and related perils as well as computer hacking continue to be excluded). 

Risk-Sharifig Arrangement. Pool Re acts as a reinsurer for all insurers that wish to be a member of the 
pool; the U.K. Treasury in turn provides Pool Rc with unlimited debt issuance that the pool will have to 
reimburse over rime. Pool Re’s right to draw funds under the retrocession agreement with the government 
is determined on a .sTrict cash needs basis. That means that premium income earned by Poo! Re during the 
time necessary for claims settlement, i.e. after a terrorist attack, will also be used to pay these claims, if 


All insurers authorized to insure losses arising from damage to commercial property in Great Britain are 
eligible to apply for membership of Pool Re, regardless of their domicile. Most insurers operating in the 
U.K. commercial property market are members. As of September 2013, Pool Re has 221 members (73 
insurers incorporated in the U.K., 37 Lloyd’s syndicates, and 1 1 1 insurers incorporated elsewhere). They 
have an individual retention before being reimbursed by the pool w'hich Is based on their proportion of 
participation in Pool Re, applied to the “industry retention” (£100 million per event, £200 million per year 
in 2012). 

As of September 2013, Pool Rc has a reser\'e of nearly £5.0 billion, which would have to be exhausted 
before the British Treasuiy pays anything. If the government needs to intervene for insured losses above 
this, it will be reimbursed for that payment by the pool over time; and ultimately, the members of Pool Re 
will have paid all insured losses due to the terrorist attack. 

Premium sharing with the government. Pool Re shares 10% of its collected premiums with the U.K. 
government to benefit from this coverage. 

Renewal and Government Exit Strategy. Pool Rc is not reviewed on any specific cycle, unlike TRIA. The 
contract has cancellation arrangements whereby either Pool Rc or Government can withdraw (with notice, 
and conditions) but no pre-set review period, or sunset in the legislation ■ 

Gf'rmany- Publk-Priyate Risk Sharing^. Limite d Government R einsurance 

As in other countries, until the events of 9/Tl, coverage against terrorism risk was included in all 
commercial lines in Germany without an explicit extra premium. After 9/11, the extremely limited 
availability of terrorism coverage led to the founding of Extremus AG, a federal government-backed 
property insurance corporation that started operations on November 1, 2002. Unlike Pool Re, Extremus is 
not a reinsurance institution but a private insurance company. 

Eligibility. Extremus provides coverage for buildings, contents, and business interruption. But only risks 
with total insured value over 25 million euros are eligible for coverage. As in the U.S. and the U.K., 
companies operating in Germany are not required to purchase insurance against terrorism. 
The annual compensation by Extremus for any company is capped at a maximum of 1.5 billion euros. 
This means that a company with a total insured value of 25 billion euros can purchase coverage for only 
6% of its total insured value from Extremus. A number of risks are explicitly excluded, such as nuclear 
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risks as wei! as bioiogica! and chemical contamination by terrorists, war and civil war, and insurrection. 
Losses due to computer viruses are also not covered, a 

Risk-Sharing Arrangement. The annual capacity to pay for claims is 10 billion euros. It is completely 
reinsured by national and international insurance and reinsurance companies (first layer limited to a total 
of 2 billion euros), as well as by the federal government (second layer of 8 billion euros). As of December 
31, 2010, Extremus provided a total of 450 billion euros terrorism insurance coverage to 1,174 firms. 

Premium Sharing with the Govermnent. As is the case in France and the U.K., but not in the U.S., the 
reinsurance provided to Extremus by the federal government is not free of charge: the government 
receives approximately 1 2.5% of the premiums collected by Extremus. 

This international review shows that different countries have responded to the question of terrorism risk 
financing differently, and that those responses were often modified after terrorist attacks on national soil. 


C onclusion 

Coming back to United States, several questions will be important as we now discuss the role that 
TRIA should play in the future, in a world where the nature of terrorism threat is in constant evolution. 
For instance; 

• Should CBRN terrorist attacks (chemical; biological; radiological and nuclear) be covered or not? 

• Should cyber attacks be covered and if so, which ones? 

• Should our federal government continue to provide free coverage or should it charge for it? If so, 
what would be seen as a “fair” premium? 

• How involved are reinsurers in the LLS. terrorism risk insurance markets today? How much more 
capacity could they provide, at what level, and at what price? How is reinsurance capacity and 
price likely to change in the aftennath of a large terrorism attack? 

• While TRIA focuses on commercial lines, who will pay for the losses to residents from a tciTorist 
attack? 

• Ho w do we address the workers’ compensation challenge if TRIA expires? 

In the end, it is how we best use the insurance infrastructure, in partnership with the 
government, to assure effective and equitable solutions are in place that will make our economies 
terror-proof. This is why the debate about TRIA Is not just an insurance issue— it is as much a 
national security and economic competitiveness issue, too. 

My colleagues and I look forward to working with Congress, the Administration, the insurance 
and feinsurance industry and other stakeholders in the near future. 

I want to thank you again for the opportunity to testify here today, i would be happy to answer 
any question you may have. 


Dr. Erwnnn O. Michet-Kerjim. Testimotiy before the Senate Banking Committee. September 25, 20 i.V 



79 



Appendix 1. Terrorism Insurance Markets in Selected Countries (Sources: Author) 


US: TRIA 
• Pl'P 


iVo!ii federal 


lix posi recoupment 
( ' i MlN typicaDv excluded 


I K Pool Rc 

• Rcinsvirancc pooling 

• Insurers pay for open line of 
credit: frt)m Treasury 

• Geographic tier-based pricing 

• CBRN included 


^ For more on international terrorism risk insurance markets, see: 

Michel-Kerjan, E. and B. Pedell. (2006). How Does the Corporate World Cope w it h Mega-Te i Torism? Puzz ling 
Evidence from TeiTorism Insurance Markets. Journal of Applied Corporale Finance, 1 8{4):6 1 -75. 

OECD. Ferrorism Insuran ce in OECD Countries, 2005; 

OFCD l erronsm Insurance in 2010: Where Do We Stand? Proceedings of the June 2010 conference, Paris; 

OECD- ierronsm Risk Insurance Markets in 2012. 

Please Msit \\\\^\ocl.d org daf Im vainsks 


C>. Mithci-Kerjan. Testimony before the Senate Banking Committee. September 75, 2015. 




insHiers pay for 
governmenf rein 
Size tier-based p 
CBRN included 


Gcrniaiiy; lixircnnis 

• T*r(\~,»tc company 

• Insurers pay for limited 
t’tsvcranttnt rciiisuraiici 

• Size r.ier-basfd pricinK 

• t.iBRN exL'IutJctl 


Spam: Consortio 

• State-run company 

• No prhatc insurance 

• Surcharge on all insurance 
contracts 


O. Michei-Kerjau-Tessimony before the Senate Banking Committee. September 2-‘5. 2015, 





82 


Reauthorizing TRIA: 

The State of the Terrorism Risk 
Insurance Market 


United State Senate 
Committee on Banking, Housing and 
Urban Affairs 

Testimony of 

Robert P. Hartwig, Ph.D., CPCU 
President & Economist 

Insurance Information Institute 
New York, NY 

September 25, 2013 
Washington, DC 


UL 


83 


Thank you, Senator Johnson, Ranking Member Crapo and members of the Committee. 

Good morning. My name is Robert Hartwig and I am President and Economist for the 
Insurance Information Institute, an international property/casualty insurance trade 
association based in New York City.' I am also a Chartered Property Casualty 
Underwriter (CPCU) and have worked on a wide variety of insurance issues during my 
20 years in the property/casualty insurance and reinsurance industries, including many 
related to the industry’s exposure to catastrophic loss, including acts or terrorism.* The 
Institute’s members account for nearly 70 percent of all property/casualty insurance 
premiums written in the United States. Its primary mission is to improve understanding 
of the insurance industry and the key role it plays in the U.S. and global economy. 

! have been asked by the Committee to provide testimony on the current state the 
Terrorism Risk Insurance Program and the market for terrorism insurance in the United 
States. For the purposes of my testimony, 1 will address the following issues; 

(i) The immediate impacts of the September 11, 2001 attacks on insurance and 
reinsurance markets; 

(ii) The essential role that TRIA plays with the nation’s national security 
infrastructure and its benefits to consumers, businesses and communities; 

(iii) Taxpayer protection features of TRIA; 

(iv) Private sector insurer and reinsurer involvement in ten-orism insurance 
markets since 9/1 1 ; 

(v) The unique nature of terrorism risk and the limits of private sector 
involvement in terrorism insurance markets; 

(vi) Changes in the terrorism threat landscape since the enactment of the original 
TRIA legislation in 2002 and the impacts on ten'orism insurance; 

(vii) Potential economic and insurance market impacts if TRIA is not extended; 
(viii) Obstacles to insuring and reinsuring losses arising from acts of terrorism; 

(ix) Cyber terrorism and certification timelines. 

' Contact information: Tel: (212) 346-5520; Email: bobhfajiii.org . 

‘ See Terrorism Risk: A Constant Threat. Robert P. Hartwig and Claire Wilkinson, Insurance Information 
Institute, .iune 2013. 
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Impacts of the September 11, 2001 Terrorist Attack on Insurance Markets 
The terrorist attacks of September 11, 2001, produced insured losses larger than any 
natural or man-made event in history. Claims paid by insurers to their policyholders 
eventually totaled some $ 32.5 billion dollars — $42,1 billion in 2012 dollars (Exhibit 1 ) 
and to this day remains the second most costly insurance event in United States history 
(Exhibit 2).^ The insured losses arising from the events of that fateful day were 
unprecedented in virtually every respect, producing catastrophic losses not only in 
property coverages, but also for the first time in the workers compensation line. The 
sheer enormity of the loss — coming from an entirely unforeseen peril for which no 
premium had been collected — combined with the possibility of future attacks, produced 
financial shockwaves that shook insurance markets worldwide and provoked an 
extraordinarily swift and severe underwriting and pricing reaction by insurers and 
reinsurers. 

Terrorism Exchisiotis and Price Shocks in the Wake of the 9/1 1 Attack 
The shock of the September 1 1 attack led insurers and reinsurers to exclude coverage 
arising from acts of temorism from virtually all commercial property and liability 
policies. Before 9/Tl terrorism exclusions were virtually nonexistent in commercial 
insurance contracts sold in the United States, The economic consequences of such 
exclusions were quick to manifest themselves. Major commercial property construction 
projects around the country, unable to secure coverage against the now very real risk of 
terrorist attack, w'ere in jeopardy of being tabled, hurting job growth at a time of rapidly 
rising unemployment and when much of the country was in recession. Banks, in turn, 
threatened to choke off lending to businesses if borrowers failed to secure coverage 
against terrorist acts. The problem was not confined to high profile “trophy” properties 
located in major metropolitan areas. Shopping malls, office complexes, factories, sports 
stadiums, hotels, utilities, airports, port facilities and other critical infrastructure all across 
the United States were impacted. In short, the macroeconomic consequences associated 
with the lack of terrorism coverage were beginning to exact a severe toll on businesses 


’ The loss totals do not include the March 2010 settlement of up to S6.S7.5 million announced by New York 
City officials and plaintiffs' lawyers to compensate about 10,000 workers whose health was damaged 
during the rescue and cleanup at the World Trade Center. 
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and workers alike. [Note: The potential macroeconomic implications of allowing TRIA 
to expire in 2014 are discussed in greater detail in the next section of this paper]. 

Even as exclusions proliferated, prices soared. The average rate increase for a business 
seeking to renew coverage in the fourth quarter of 2001 was nearly 30 percent. 
Reinsurance prices rose sharply as well. Very little private sector coverage for terrorism 
entered the market as a general consensus emerged that terrorism risk is fundamentally 
not insurable. Insurers, who are regulated by the states, therefore took the unprecedented 
step of seeking to establish a risk sharing plan with the federal government in the event of 
future attacks. Only when the Terrorism Risk Insurance Act (TRIA) was enacted by 
Congress in November 2002 — fourteen months after the attack — did stability finally 
return to the market and coverage for terrorist attacks resume. 

TRIA, National Security and Protection of the Nation’s Critical Financial 
Infrastructure 

The war on terror is far from over, as the recent Boston Marathon bombings attest, but 
TRIA by all objective measures is now a proven and unqualified success. The program 
not only succeeded in restoring stability to the country’s vital insurance and reinsurance 
markets in the years immediately following 9/1 1, but it continues more than a decade 
later to deliver substantive, direct benefits to millions of busine.s.ses, workers, consumers 
and the overall economy — alt at essentially no cost to taxpayers. 

Upwards of 60 percent of bu.sinesses purchased terrorism coverage nationally in 2012, up 
from 27 percent in 2003, the first full year of the program (Exhibit 3). Industries 
responsible for much of the country’s critical infrastructure such as power and utilities, 
telecommunications and health care, along with financial institutions and local 
government have take-up rates that approach or exceed 70 percent. Moreover, the take- 
up rate for workers compensation is effectively 100 percent, meaning that every worker 
in America is protected against injuries suffered as the result of a terrorist attack. 

The unambiguous success of TRIA demonstrates that the Act has become an invaluable 
component of the country's national security infrastructure. The continued operation of 
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the nation’s financial institutions — including its insurers — during and throughout the 
aftermath of a major terrorist attack — is absolutely essential to ensure a smooth and 
expedited recovery from the massive economic and operational shocks of the sort that 
occurred after the 9/11 attacks and that are certain to accompany future such events, 
irrespective of where in the country they occur. Failure to institutionalize a permanent 
plan to protect the nation’s financial infrastructure leaves the country unnecessarily 
vulnerable to economic instability and risk of recession. 

Macroeconomic impacts of the TRIA Expiration 

A 2004 study co-authored by R. Glenn Hubbard, Columbia University’s Business School 
Dean and a fonner chairman of the U.S. Council of Economic Advisors, quantified the 
potential macroeconomic impacts of a failure to extend TRIA.** The study concluded that 
within three years of the expiration of TRIA (in the absence of a major terrorist attack), 
GDP could fall by 0.4 percent, household net worth by 0.9 percent and employment by 
0.2 percent. Applying the findings of that study to the current period suggests that 
expiration of the current Act could lead to a meaningful drag on economic growth, 
reducing real GDP by an estimated $69 billion by 2017, depressing household net worth 
by an estimated $798 billion and remove 290,000 jobs from the economy.'^ 

Table 1 

POTENTIAL MACROECONOMIC IMPACTS ASSOCIATED WITH THE 
EXPIRATION OF TRIA 



fcnpaet 

WnihlRtYwwMT/.: 

Matroccuriomic H 

Explraiwi 


* R. Glenn Hubbard and Bruce Deal, The Economic Effects of Federal Participation in Terrorism Risk-, 
Analysis Group, September 1 4, 2004. 

’ Figures cited in Table I are Insurance information Institute estimates based on findings of the study 
referenced in footnote 3. 
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As Table 1 demonstrates, terrorism remains a threat to the country’s national economic 
security, especially in the context of the still fragile economic recovery. Consequently, 
maintaining a Terrorism Risk Insurance Program as a component of the country’s 
comprehensive national security plan and infrastructure is both reasonable and prudent. It 
is also imminently affordable. Indeed, the cost to American taxpayers is effectively zero. 

Taxpayer Protection Features of the Terrorism Risk Insurance Act 
TRIA from its inception was designed a.s a terrorism risk sharing mechanism betw'een the 
public and private sector — with an overwhelming share of the risk being borne by private 
insurers, a share which has increased steadily over time. Today, all but the very largest 
(and least likely) terrorist attacks would be financed entirely within the private sector. In 
the event of a truly catastrophic attack, TRIA provides the government with the ability to 
fully recoup any and all federal monies paid. In other words, there would be no co.st to 
the taxpayer. 

As a point of fact, from the date of TRIA’s enactment in November 2002 through today, 
a span of nearly 1 1 years, the federal government and therefore taxpayers have paid 
nothing (apart from negligible administrative expenses) under the program. The recent 
Boston Marathon bombings provide an illustrative example. All of the 207 
property/casualty claims filed in the wake of that event were handled by private insurers 
who have made payments to policyholders totaling at least $1.18 million.*'' Not one 
taxpayer dollar was used to pay any of these claims. 

TRIA’s structure actually provides at least eight distinct layers of taxpayer protection as 
displayed schematically in Exhibit 4’s Pyramid of Taxpayer Protection. Each of those 
layers is discussed in turn below'. 


” As of July 26 (latest available). P/C insurers also held $1.41 million in reserves for claims a.ssociated with 
the bombings. Figures are from the Massachusetts Division of Insurance as reported in BestWire Services, 
P/C Insurers Have Paid $1. 18 MillUm in Boston Marathon Bombing Related Claims, September 3, 2013. 
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SUMMARY OF 8 KEY TAXPAYER PROTECTION 
FEATURES UNDER TRIA 


1. CERTIFICATION DEFINITION: Criteria Must Be Mef 

■ Definition of a Certified Act of Terrorism: The 2007 extension of 
TRIA, likes its predecessors, requires that a detailed set of criteria be met 
before an act of terror can be “certified.” Specifically, the term “act of 
terrorism” refers only to an act that is certified by the [Treasury] 
Secretary, in concurrence with the Secretary of State and the Attorney 
General of the United States: 

i. to be an act of teiTorism; 

ii. to be a violent act or an act that is dangerous to human life, 
property or infrastructure; 

iii. to have resulted in damage within the United States, or outside of 
the United States in the case US air carriers, vessels and/or 
missions; 

iv. to have been committed by and individuals as part of an effort to 
coerce the civilian population of the United States or to influence 
the policy or affect the conduct of the US government by coercion. 

2. CERTIFICATION THRESHOLD (TRIGGER): $5 Million 

■ S5 Million Minimum: Under the 2007 reauthorization of TRIA, no act 
.shall be certified by the Secretary as an act of terrorism if property and 
casualty losses, in the aggregate, do not exceed ,$5 million. 

• Acts of War Exclusion: TRIA further stipulates that no act may be 
certified as an act of terrorism if the act is committed as part of the course 
of a war declared by Congress (this provision does not apply to workers 
compensation). 

3. TRIGGERING EVENT THRESHOLD: $100 Million 

• Under the 2007 reauthorization of TRIA the triggering event threshold 
was set at $100 million, up from $5 million in the original act and $50 
million in 2006. This means that Federal funds will be paid out only in the 
event of a terrorist act that produces total insurance industry losse.s above 
this threshold (even if the event is certified by the Treasury Secretary as a 
terrorist act). 


’ United States Treasury accessed asof9/22/13 at httD://w\vw.treasurv.aov/resource-center/'fin- 
mkts/Docume nts/TRl Aasamended-ComDositeTextPost.pdf . 
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4. INDIVIDUAL INSURER DEDUCTIBLES: 20% of Premiums 

■ The amount of terrorism losses that an individual insurer must pay before 
federal assistance becomes available. The level rose to 20 percent of an 
insurer’s direct earned premiums for commercial property/casualty 
insurance in 2007 where it currently remains (up from 17.5% in 2006, IS 
percent in 2005, 10% in 2004 and 7% in 2003). 

5. INSURER CO-PAYMENT IN EXCESS OF RETENTION: IS% of Loss 

• The share of losses that insurers pay above their individual retentions rose 
to 15 percent in 2007 where it remains today, up from 10 percent in 2006 
and prior years. 

6. INDUSTRY AGGREGATE RETENTION: $27.5 Billion 

• Under the 2007 reaulhorization, the industry as a whole must ultimately 
cover a total of $27.5 billion of the losses through deductibles and 
copayments {assuming an event of $27.5 billion or greater). This amount 
was increased to $27.5 billion in 2007, up from $25 billion in 2006, $15 
billion in 2005, $12.5 billion 2004 and $10 billion in 2003 (Figure 7). 
Government expenditure above this amount can be recouped. 

7. GOVERNMENT RECOUPMENT: Full Taxpayer Protection 

■ Mandatory Recoupment: TRIA mandates that the government recoup 
133 percent of the difference between the actual amount it has paid and 
the required retention. This recoupment comes via a surcharge on 
commercial insurance policyholders not to exceed 3 percent of premium 
for insurance coverages that fall under the program. 

Discretionary Recoupment: If the insured loss exceeds the $27.5 billion 
threshold, federal expenditures may be recouped for amounts in excess of 
the threshold at the discretion of the Secretary of the Treasury. 

8. HARD CAP: $100 Billion 

■ Program Limit: Losses within a program year are capped at $100 
billion, inclusive of both insurer and government participation. Neither 
the government nor insurers would be required to pay losses for certified 
acts beyond this amount. 
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Additional Taxpayer Protection Features of TRIA 

Several other features of TRIA serve as additional protections to taxpayers. 

Commercial Lines Only: Only claims occurring in certain property/casualty commercial 
lines of insurance are included in the calculations of insured losses under TRIA (auto and 
homeowners insurance, life insurance and health insurance have always been excluded). 
In addition, the number of lines covered under TRIA has been narrowed over time. At 
TRlA’s inception in 2002 approximately 44 percent of property/casualty insurance 
industry premiums were covered under the Act. By 2012 that figure had dropped to 
approximately 35 percent. Excluded commercial lines of coverage under the Act today 
include: mortgage and title insurance, financial guaranty, medical malpractice, 
reinsurance, commercial auto, burglary and theft, surety, professional liability (except 
directors and officers coverage) and farmowners multiperil. 

State Guaranty Funds: In the unlikely event that an insurer becomes severely impaired 
or insolvent as a consequence of a terrorist attack, state insurance regulators will take 
corrective action. If the insurer’s assets are insufficient to meet its liabilities, the 
resources of the appropriate state guaranty fund(s) could be called upon to satisfy those 
liabilities. Guaranty associations obtain funds for their operations and payment of claims 
through assessments against the solvent in.surance companies licensed to do business in 
the state and from the recovery of amounts paid on claims from the insolvent estate.* All 
guaranty fund resources are therefore ultimately derived from the industry itself. No 
taxpayer dollars are ever involved. 

Make Available Requirement (Mandatory Offer of Coverage); Commercial insurers 
are required to offer coverage against terrorist acts and by law, workers compensation 
must include coverage against such acts. These requirements have led to widespread 
participation in the program. The take-up rate for terrorism coverage in 2012 was 62 


* National Conference of Insurance Guaranty Funds accessed September 22, 2013 at: 
http://vvwvv.nc igf.org /mediai'file. s/Primei'-2012,Ddf 
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percent according to a recent study by insurance broker Marsh. ^ The take-up rate for 
workers compensation is effectively 100 percent, meaning that every worker in America 
is protected against injuries suffered as the result of a terrorist attack. 

TRIA Will Reduce Taxpayer Funded Post-Attack Disaster Aid Costs 
The very fact that terrorism coverage is so widely purchased today and that coverage 
already extends to every American worker through the workers compensation system 
means that fewer government (taxpayer) resources will be called upon in the wake of any 
future terrorist attack. Allowing TRIA to expire will reduce the market penetration of 
terrorism coverage as prices rise and insurers limit their exposure across all lines of 
coverage, including workers compensation. Consequently, the uninsured share of losses 
will rise, increasing the pressure on the government to compensate victims for their 
uninsured losses. This will impair the ability of individual businesses, affected 
communities and the overall economy’s ability to recover. A sharp spike in business 
failures, higher unemployment and reduced GDP growth are just a few of the adverse 
consequences that are certain to follow in the event of a major terrorist attack in the 
absence of TRIA. In summary, government will be called upon to act in the aftermath of 
a major terrorist attack. TRIA provides an efficient means for ensuring that most of the 
costs are financed and administered by the private sector rather than the taxpayer. 

Use of Insurer Claim Management Infrastructure Will Save Taxpayer Money, 
Improve Post-Attack Response 

Private insurers are today the principal source and conduit for the rapid and direct 
delivery of recovery funds to victims of terrorist attacks. In the event that TRIA is 
allowed to expire, the government lacks any formal structure or experience for adjusting, 
managing and delivering benefits to victims of complex commercial property and 
liability claim,s, nor does it have any formal fraud monitoring capability. Maintaining 
TRIA not only ensures that the costs of future terrorist attacks will be borne primarily by 
the private sector, it enhances the quality of the outcome. Again, in the absence of TRIA 
there is no question that the federal government will be called upon to act. TRIA ensures 
that that much of those costs will be borne and administered by the private insurers. 

’ Marsh, 20! 3 Terrorism Risk insurance Report, May 2013. 
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Private Insurer and Reinsurance Participation in the Market for Terrorism 
Insurance Today 

One primary goal of TRIA and it successors has been to encourage private sector 
capacity to enter (and remain) in the marketplace so that an increasing share of losses 
from future terrorist attacks could be borne in the private sector. 

There is no question that billions of dollars in capacity has been attracted to the terrorism 
risk insurance market. Evidence of the program’s success in this respect has been 
documented by a number of government entities and other organizations. In its latest 
report on terrorism risk insurance market conditions, the President’s Working Group on 
Financial Markets noted that the program provides an incentive to property/casualty 
insurers and reinsurers who might not otherwise provide ten’orism insurance at current 
capacity levels or prices.'® The U.S. Government Accountability Office (GAO), 
commenting on the availability and affordability of terrorism coverage in large 
metropolitan areas, reported that with a few exceptions, commercial property terrorism 
insurance appears to be available nationwide at rates policyholders believe is reasonable, 
suggesting ample capacity. ' ' 

Note that this statement is very different from an assessment that such capacity would 
exist in the absence of a terrorism backstop. Again, it is important to emphasize that the 
majority of the coverage that exists in the market today exists because of the continued 
existence of the Ten'orism Risk Insurance Program. Insurance broker Aon estimates that 
70% to 80% of the market would encounter terrorism exclusions if the program were 
discontinued. Thus capacity in the market is largely contingent upon the continuation of 
the program. .As detailed earlier in this testimony, policy language that would exclude 
coverage against terrorist attacks returned to the market each time the expiration of TRIA 
has loomed. 


Market Conditions for Terrorism Risk Insurance 2010, Report of the President’s Working Group on 
Financial Markets. 

' ^ Initial Results on Availability of Terrorism Insurance in Specific Geographic Markets, GAO-08-919R, 
July 2008. 
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The so-called market for “standalone” terrorism coverage also provides evidence that in 
the absence of a Terrorism Risk Insurance Program, coverage capacity (supply) will fall 
well short: of demand. Insurance brokers Marsh and Aon both report that the “theoretical” 
maximum amount of coverage available per risk in the “standalone” market is 
approximately $2 billion with larger sums available under some circumstances. This is in 
contrast with limits of just $150 million or less available in early 2002 before TRIA was 
enacted. At the time, such coverage also was subject to high deductibles equal to 7 to 10 
percent of the stated value of the coverage.’^ While the sums available in the market 
today may seem large, especially in comparison to 2002, there are many risks for which 
the coverage is inadequate. Consider, for example, that back in 2001 (prior to the 
introduction of terrorism exclusions) the twin towers at the World Trade Center site were 
insured for $3.55 billion — more than what is generally available in the market today. 
Multibillion dollars risks are now quite common in the United States, from office and 
shopping complexes to large manufacturing facilities, sports stadiums, transportation 
hubs and energy infrastructure not to mention infrastructure such as bridges, tunnels and 
dams. These exposures exist in every state. 

Reinsurance capacity, which was extremely limited in the aftermath of 9/Tl, is up as 
well. A 201 1 report from reinsurance broker Guy Carpenter noted that there is between 
$6 billion and $8 billion of terrorism reinsurance capacity available in the U.S. market, 
but cautions that the market remains vulnerable to a major terrorism loss. The $6 billion 
to $8 billion in terrorism reinsurance capacity stands in stark contrast to approximately 
$100 billion in reinsurance capacity available in the market today against traditional risks 
(mostly property catastrophe risks). A continued cautious approach is clearly required. 
Indeed, many modeled terrorism loss scenarios result in insured losses in the tens or even 
hundreds of billions of dollars — some even exceeding the claims paying capital of the 
entire industry. As noted previously, much of the capacity in the market today is 
predicated on the existence of the Terrorism Risk Insurance fTograni. In the absence of 
the program, reinsurance capacity would be greatly reduced. 


'■ September II, 2001: One Hundred Minutes of Terror that Changed the Global Insurance Industry 
Forever, Robert P. Hartwig, John Liner Review, January 2002. 
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Capital Markets and Terrorism Risk 

Capital markets are playing an increasingly important role in providing capacity against 
losses arising from large natural disaster events which are becoming increasingly 
frequent in the United States and around the world. Capital market reinsurance capacity 
for U.S. natural catastrophe risks is estimated at $30 billion to $40 billion. However, 
investor appetite for catastrophe risk is so far limited to natural catastrophes such as 
hurricanes and earthquakes. Investors are attracted to investments in backing natural 
disasters risks in part because the performance of these assets is entirely uncorreiated 
with the performance of traditional financial market instruments such as stocks and 
bonds. A recession, for example, will impact the value of stocks and corporate bond 
prices but vvill have no impact on the likelihood of sustaining a loss on a catastrophe 
bond. 

Investors to date have shown no appetite for terrorism risk because in the event of a 
major terrorist attack the performance of securitized terrorism risk instruments (such as 
catastrophe bonds) and tradition equity market and fixed income investment vehicles are 
likely to be highly correlated. For example, a large-scale terrorist attack could cause 
bonds exposed to the event to lose all or part of their value, leading to large lo.sses for 
investors while .stock markets plunge (as they did in the wake of the September 1 1, 2001 
attack). Investor disinterest in terrorism risk is also a function of the inability to model 
and therefore price) such risks with anything close to the same degree of precision as 
tradition natural disaster risk. 


Changes in the Terrorism Threat Landscape and Impacts on Terrorism Insurance 
Markets 

In the immediate aftermath of 9/1 1 the ability of commercial policyholders to purchase 
adequate limits of terrorism coverage at affordable prices was severely constrained. 
Commercial property owners and businesses were laced with substantially reduced 
protection for terrorism-related risks, in addition to higher property/casualty rates overall. 
As a result, many were forced to go without coverage or only partly insure their assets. 
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Today, reports of property owners having problems securing terrorism coverage due to a 
lack of capacity in the market are no longer making headline news. Indeed, it is therefore 
templing to conclude that in the eleven years since TRIA was first implemented that 
insurance markets have fully adjusted to the post-9/1 1 environment and that insurers and 
reinsurers have concluded that terrorism is a fully insurance risk. 

The reality is quite different. The fact of the matter is that terrorism risk today is almost 
every bit as un insurable as it was a decade ago. Recent major successes in the war on 
terror, including the killing of al-Qaida leader Osama bin Laden in 201 1, do not alter this 
conclusion. This is because the current stability in the terrorism insurance market in the 
United States is due almost entirely to two factors: 

(i) There has been no successful large scale terrorist attack on U.S. soil since 
2001, and 

(ii) TRIA remains in place. 

The influence of both of these factors is discussed in the sections that follow. 

Absence of Successful Attacks Does Not Imply Terrorism Risk is Inconsequential 
The fact that there has been no successful terrorist attack in the United States in eleven 
years is a remarkable achievement. It is a testimony to the hard work and dedication of 
this nation’s counterterrorism agencies and the bravery of the men and women in uniform 
who fought and continue to fight battles abroad to keep us safe here at home. 

Unfortunately, the threat from terrorist attack in the United States is both real and 
substantial and will remain as such for the foreseeable future. Indeed, the U.S. State 
Department warned in a recent report that despite the death of bin Laden and other key 
al-Qaeda figures, the terrorist network’s affiliates and adherents remain adaptable and 
resilient, and constitute ’‘an enduring and serious threat to our national security.”'^ 


‘ ’ Coimtry Reports on Terrorism 2011. U.S. Department of State, Xuly 31, 2012, 
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Table 2 below shows that interest in attacking targets within the United States remains 
undiminished — with four terrorist plots executed or interdicted w'ithin the past year alone. 
Indeed, it is clear from Table 2 that in addition to an ongoing threat from foreign terrorist 
networks, the United States also faces homegrown (domestic) terrorist threats from 
radical individuals, who may be inspired by al-Qaida and others, but may have little or no 
actua! connection to militant groups. 

Catastrophe modeler Risk Management Solutions (RMS) points to an increase in the 
number of homegrown plots in the U.S, in recent years.''' Many of these have been 
thwarted, such as the 2012 attempt by Quazi Ahsam Mafis to blow up the Federal Reserve 
Bank of New York and Mohamed Osman Mohamud who targeted a Portland, Oregon, 
Christmas tree lighting ceremony. Also among the more notable unsuccessful attacks was 
an April 2013 attempt to blow up an Amtrak train en route between New York and 
Toronto. Other thwarted attacks against passenger and cargo aircraft, including the 
Christmas Day 2009 attempt to blow-up a jet over Detroit, are indicative of an ongoing 
risk to aviation infrastructure. 

Table 2 also shows that terrorists arc interesting in attacking targets across the United 
States, not just in large urban areas. Cities such as Springfield, Illinois and Lubbock, 
Texas, have also been targeted. It also important to note that the largest act of domestic 
terrorism in United States history was the truck bombing of the Alfred P. Murrah Federal 
Building in Oklahoma City in April 1995, which killed 166 people and produced insured 
property losses totaling $189 million (in 2012 dollars). 

Another evolving threat is cyber-terrorism. Recent high profile attacks, such as the 
sabotaging of Iranis nuclear program via the Stuxnet computer worm and malicious 
infiltration attempts here in the U.S. by foreign entities, underscore the growing threat to 
both national security and the economy. 

All these factors suggest that terrorism risk will be a constant and evolving threat for the 
foreseeable future. 


'■* RMS Terrorism Risk Briefing, July 2012. 
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Table 2 

RECENT TERRORIST ATTACKS AND ATTEMPTS IN THE UNITED STATES 



Event 


Location 


Qverthrowmg the 


Attempted bombing of skyscraper tn Oal 


Dallas, TX 




V/-,/ oiic to Conviction of Liberty City Six for conspiririg to plan attacks on US, 
targets, including Sears Tower, Chicago 


Source: Federal Bureau of Investigation (FBI); various news reports; Insurance Information Institute. 
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Potential Impacts If TRIA Is Not Extended 

Without question, TRIA and its successors are the principal reason for the continued 
stability in the insurance and reinsurance market for terrorism insurance today. As 
discussed previously, TRIA is credited with restoring terrorism coverage in commercial 
insurance policies upon its enactment in late 2002. 

Potential macroeconomic effects of allowing TRIA to expire — reduced economic growth 
and fewer jobs — were discussed earlier. In terms of impacts on insurance markets there is 
no question that coverage will become more expensive and less available — and in many 
cases unavailable. The question is not a theoretical one. In 2004, more than a year 
before the original Act’s expiration at year-end 2005, terrorism exclusions once again 
emerged for policies with exposure extending into 2006. This was an unmistakable 
indication that insurance and reinsurance markets felt that terrorism risk, at least for 
larger scale attacks, remained uninsurable in the private sector. After Congress agreed to 
extend the program for another two years under the Terrorism Risk Insurance Extension 
Act of 2005 (TRIEA), terrorism coverage remained available and affordable in the 
market. However, with TRlEA’s looming expiration in year-end 2006, terrorism 
exclusions once again appeared in the market, signaling the market’s assessment that 
terrorism ri.sk remained fundamentally uninsurable. These exclusions largely disappeared 
following passage of a 7-year extension of the program under the Terrorism Risk 
Insurance Program Reauthorization Act of 2007 (TRIPRA), With TRIPRA’s expiration 
now a little more than one year away (year-end 2014), it is virtually certain that terrorism 
exclusions will soon reappear in the market. Indeed, insurance broker Aon estimates that 
at least 80 percent of the commercial property market will be impacted by these 
exclusions and other restrictions. 

Studies by various organizations, including the University of Pennsylvania’s Wharton 
School Risk Center, the RAND Corporation and the Organization for Economic Co- 
operation and Development (OECD), have supported the idea of a substantive federal 
role in terrorism insurance. In particular, the Wharton School found that TRIA has had a 
positive effect on availability of terrorism coverage and also has significantly contributed 
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to reducing insurance premiums,’^ The OECD notes, however, that the financial (capital) 
markets have thus far shown little appetite for terrorism risk. 

Evidence from Other Countriex: Terrorism Risk Insurance Programs Abroad 
Additional evidence that terrorism risk is fundamentally uninsurable comes from abroad. 
A number of countries have established their own terrorism risk insurance programs and 
these have operated successfully, often for many years. Australia, Austria, Belgium, 
France, Germany, the Netherlands, Spain, Switzerland and the United Kingdom have all 
created programs to cover terrorism in the event of an attack on their own soil.'* None of 
these countries is considering the discontinuation of its program. 

This begs the question as to why — twelve years after the 9/1 1 attack and a decade after 
the initial terrorism risk insurance program legislation was enacted — terrorism risk, 
particularly for large-scale attacks, is still viewed as uninsurable? The answer is 
surprisingly simple and explains why even the absence of a successful major attack on 
U.S. soil since 2001 does not alter this assessment. 

Obstacles to Insuring Losses Arising from Acts of Terrorism 

Simply put, acts of terror violate all four of the basic requirements traditionally asiiociated 
with insurability of a risk. In situations where these requirements cannot be met, it is 
difficult or impassible to ascertain the premium to be charged and/or difficult or 
impossible to achieve the necessary spread of risk to avoid excessive exposure to 
catastrophic loss, thereby threatening the insurer’s solvency. Consequently, such a risk 
would generally be deemed to be commercially not viable (i.e., insurable) in whole or in 
part. 


Evaluating the Effectiveness of Terrorism Risk Financing Solutions, Hovv'ard C. Kunreuther and Ervvann 
O. Michel-Kerjan, September 2007, National Bureau of Economic Re.search, 

“ In 1993, the Briti.sh government formed a mutual reinsurance pool for terrorist coverage following acts of 
terrorism by the Irish Republican Army, Insurance companies pay premiums at rates set by the pool. The 
primary insurer pays the entire claim for terrorist damage but is reimbursed by the pool for losses in excess 
of a certain amount per event and per yeai' based on its share of the total market. Following 9/U, coverage 
was e.xtended to cover all risks, except war, including nuclear and biological contamination, aircraft impact 
and flooding, if caused by terrorist attacks. The British government acts as the reinsurer of last resort, 
guaranteeing payments above the industry retention. 
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T he four basic requirements for insurability of a risk are detailed below (as well in 
Exhibits 4A and 4B), with a description of how terrorism risk violates each requirement: 

1. Estimable Frequency: Insurers require a large number of observations to 
develop predictive, statistically sound rate-making models (an actuarial concept 
known as “credibility”). For example, insurers handle millions of auto, home, 
workers compensation and business property claims every year, providing them 
with vast amounts of data from which they can reliably estimate the frequency of 
such claims. For major catastrophic risks such as hurricanes and earthquakes that 
occur less frequently insurers still maintain databases with hundreds or even 
thousands of these events, supplemented by sophisticated catastrophe models, that 
help provide statistically reliable estimates of frequency. Terrorism risk is clearly 
different in this respect. 

Obstacle; There are very few data points on which to base frequency estimates 
for acts of terror in the United States, thus estimates lack any true actuarial 
credibility. The opinions of experts on the likelihood of terrorist attacks, which 
might be viewed by some as substitutes for actuarially credible data, are also 
highly subjective. At any given time, there is a wide range of viewpoints among 
national security experts on the likelihood, location and/or attack modality. 
Moreover, insurers have no access to data used internally by counterterrorism 
agencies. Given the paucity of historical data and diversity and shifting nature of 
expert opinions, catastrophe models used to estimate terrorism risk are relatively 
undeveloped compared to those used to assess natural hazard risks. The bottom 
line is that estimating the frequency of terror attacks with any degree of accuracy 
(credibility) is extraordinarily challenging, if not impossible in many 
circumstances. 

2. Estimable Severity: Insurability requires that the maximum possible/probable 
loss be estimable in order to calculate the insurer’s exposure (in dollar terms) and 
minimize its “probability of ruin,” No insurer can expose itself to losses of a 
magnitude that present an unreasonable risk of insolvency. 
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Obstacle: Potential losses arising from terrorist attacks are virtually unbounded. 
In this sense terrorism risk is akin to war risk, which is almost universally 
excluded from commercial insurance policies worldwide. Consequently, losses 
arising from acts of terror can easily exceed an insurer’s claims paying capital 
resources. Workers compensation coverage, which does not permit any 
exclusions or limitation if injuries or deaths arise from terrorist acts, can lead to 
extreme losses that on their own could potentially bankrupt an insurer under some 
attack scenarios. In addition, when it comes to estimating losses from potential 
terrori.st attacks there also appears to be significant variability in outcomes (i.e., 
disagreement on estimated severity impacts), underscoring the degree of 
uncertainty associated with potential terrorist attacks. 

3. Divcrsifiable Risk: Insurability requires that the losses can be spread across a 
large number of risks. This is an application of the “Law of Large Numbers” and 
helps makes losses more manageable and less volatile. Failure to achieve an 
adequate spread of risk increases the risk of insolvency in the same way that an 
undiversified portfolio of stocks (or any asset) is riskier than a well-diversified 
portfolio. 

Obstacle: Terrorism attacks are likely to be highly concentrated geographically 
(e.g., World Trade Center site), concentrated within an industry (e.g., power 
plants, airports) or within a certain span of time (e.g., coordinated attack). 

4. Random Loss Distribution/Fortuity': Insurability requires that the probability of 
a loss occurring be random or fortuitous. This implies that individual events must 
be unpredictable in terms of timing, location and magnitude. 

Obstacle: Terrorism attacks are planned, coordinated and deliberate acts of destruction. 
Again, they are likely to be highly concentrated geographically (e.g.. World Trade Center 
site) or concentrated within an industry (e.g., pow'er plants). Terrorists engage in 
“dynamic target shifting” whereby terrorists shift from “hardened targets” to “soft 


20 



102 


targets” which implies that losses are not random or fortuitous in nature. The April 2013 
Boston Marathon bombing was an example of an attack on a soft target. It is also not 
difficult to imagine attacks occurring in the United States similar to the September 2013 
attack on an upscale shopping mall (another soft target) in Nairobi, Kenya, by al- 
Shabaab, a Somali-based terrorist group with links to al-Qaeda. 

Additional Issues for Consideration in Conjunction with TRIA Reauthorization 

Certification Deadline: While TRIA spells out a highly detailed set of criteria that must 
be met for an event to be officially certified as a “terrorist act,” TRIA offers no timeline 
or deadline by which such a certification must be made. Although the Boston Marathon 
bombings occurred more than five months ago (on April 15, 2013), there has to date been 
no certification by the Treasury Department nor has there been any .statement by Treasury 
that the event would not be certified. Indeed, Treasury has offered no guidance as to 
whether any such determination is ever forthcoming. This situation has created some 
uncertainty and confusion for policyholders, insurers and other impacted parties. A 
simple and reasonable solution would be to require that a certification determination must 
be made within a specified number of days after the event, 

Cyber Terrorism; The threat both to national security and the economy po.sed by cyber 
terrorism is a growing concern for governments and businesses around the world, with 
critical infrastructure, such as power plants, transportation, and communication 
infrastructure at risk.'^ The Department of Homeland Security received reports of some 
198 attacks on critical infrastructure systems in the U.S. in 2012, a 52 percent increase on 
2011 .'* 

Former U.S, Homeland Security Secretary' Janet Napolitano recently warned that a 
“cyber 9 !\ 1” could happen imminently and noted that critical infrastructure - including 
water, electricity and gas - is very vulnerable to such a strike. ” 


Cyber Risks: The Growing Threat, Robert P. Hartwigand Claire Wilkin.son, Insurance Information 
Institute, April 2013. 

As Hacking Agaimt U.S. RUe.g Experts Tty to Pin Down Motive, the New York Times, March 3, 2013 
Sapoiitano warns of risk of major cyber attack, Newsday, January 24, 20 ! 3 , 
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Earlier, in an October 2012 speech then U.S. Defense Secretary Leon I’anetta warned that 
the United States was facing a possible “cyber Pearl Harbor” scenario, and increasingly 
vulnerable to foreign cyber attacks on its critical infrastructure networks. Such attacks are 
targeting the computer control systems that operate chemical, electricity and water plants 
and transportation networks, Panetta said. 

Summary 

In the twelve years since the tragedy of the September 1 1, 2001 terrorist attack on the 
United States, much has been learned about the nature of terrorism risk and its 
insurability. There is no question that the Terrorism Risk Insurance Act and its 
successors brought much needed stability to the market in the aftermath of the most 
costly insurance loss in global history. In the decade since, private sector insurers, 
reinsurers and the federal government have successfully partnered with one another in 
order to maintain that stability, providing tangible benefits for businesses large and 
small— and their employees — all across America. 

The looming expiration of the TRIA at the end of 2014 brings to a head the question of 
whether terrorism risk is now, or ever will be, a risk that can be managed entirely within 
the private sector. The evidence, both in the United States and from similar programs 
abroad, is that market stability in terms of both pricing and availability of terrorism 
coverage, as well as the ability to maintain adequate and expanding levels of capacity 
over time, are contingent on the continued existence of the Terrorism Risk Insurance 
Program. 

Thank you for you for the opportunity to testify before the Committee today. I would be 
happy to respond to any questions you may have. 


22 



104 



liiM e\m{\ 


iW^OUMA'l 


Exhibit 1 

Loss Dlstrifcsption 
from Sept 11 Ti 


\ Workers 
^ Comp 
$2.3 (6%) 


Aviation Huli 
$ 0.6 ( 2 %) 


— Interruption 
$14.2 (33%) 


$4.5(11%) 

Event 

Cancellation 
$1.3 (3%) 


Total Insured Losses Estimate; $42.1 B 


*Loss total does not include March 2010 New York City settlement of up to $657.5 million to compensate 
approximately 10,000 Ground Zero workers or any subsequent settlements. 

Source: Insurance Information Institute. 
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Sources: PCS: insurance information Institute inflation adjustments to 2012doj!ars using the CP!. ii 
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Requirement Definition 


Estimable 

Frequency 

•Insurance requires large 
number of observations to 
develop predictive rate- 
making models (an actuarial 
concept known as credibility) 


Estimable 

Severity 

•Maximum possible/ probable 
loss must be at least 
estimable in order to minimize 
“risk of ruin” (insurer cannot 
run an unreasonable risk of 
insolvency though assumption 
of the risk) 

h.-. y • i.W'^ ■■ ■ 


Source; Insurance Information Institute 
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loss i»Terrorism attacks are planned 


Random 
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Distribution/ 

Fortuity 


Source: Insurance 
information Institute 
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•Actions of US and foreign govts 
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iNTRODUCTION 

The April 15, 2013 bombing near the finish line at the Boston Marathon marked the 
first successful terrorist attack on U.S. soil in more than a decade. The attack left 
three dead and 264 injured. 

Three days after the bombing, the suspects— brothers Dzhokhar and Tamerlan 
Tsarnaev— took to the streets, killing a police officer, carjacking a vehicle, and 
engaging in a shootout with police in the Boston suburb of Watertown, which left 
another police officer injured and ultimately left Tamerlan Tsarnaev dead. Suspect 
Dzhokhar Tsarnaev escaped, but w’as eventually found hiding in Watertown where 
he was arrested on the evening of April 19, after an unprecedented manhunt and 
shutdown of a major city, during which millions of residents had to remain indoors 
and Boston’s entire public transportation system and most businesses were 
shuttered. 

Dzhokhar was charged on April 22 with using and conspiring to use a weapon of 
mass destruction resulting in death and with malicious destruction of property 
resulting in death. The ongoing investigation is being led by the Federal Bureau of 
Investigation (FBI). However, among the facts to emerge so far are that the 
Tsarnaev brothers planned additional attacks, specifically in New York City’s Times 
Square. 

The Boston Marathon attack— twin explosions of pressure cooker bombs occumng 
within 12 seconds of each other in the Back Bay downtown area— adds to a growing 
list of international terrorism incidents that have occurred since the terrorist attack 
of September ii, 2001. 

The 2002 Bali bombings, the 2004 Russian aircraft and Madrid train bombings, 
the London transportation bombings of 2005 and the Mumbai attacks of 2008 all 
had a profound influence on the 2001 to 2010 decade. Then came 2011, a landmark 
year, which simultaneously saw the death of al-Qaida founder Osama bin Laden 
and the lO-year anniversary of September 11. 

While the loss of bin Laden and other key al-Qaida figures put the network on a 
path of decline that is difficult to reverse, the State Department warned that al- 
Qaida, its affiliates and adherents remained adaptable and resilient, and constitute 
“an enduring and serious threat to our national security.” 

The Boston bombing serves as an important reminder that countries also face 
homegrown terrorist threats from radical individuals who may be inspired by al- 
Qaida and others, but may have little or no actual connection to militant groups. 
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111 a recent press release, catastrophe modeler RMS assesses that the U.S. terrorist 
threat will increasingly come predominantly from such homegrown extremists, 
who due to the highly decentralized structure of such “groups” are difficult to 
identify and apprehend.' 

Until the Boston bombing, many of these potential attacks had been thwarted, such 
as the 2010 attempted car bomb attack in New York City’s Times Square and the 
attempt by Najibullah Zazi to bomb the New York subway system (Figure i). 
Other thwarted attacks against passenger and cargo aircraft indicate the ongoing 
risk to a\nation infrastructure. 


Figure 1 

RECENTty THWARTED TERRORIST ATTACK ATTEMPTS IN THE U.S. 
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iAttempted SUV bombing in Times Square, New York City, by 
naturalized U.S. citizen Faisal Shahzad 

Attempted bofnbing of Northwest Airitr^es passenger ^et over Detroit by 
underwear bomber Umar Faioiik Abju'nuta'lab 


Bombings at the Boston Marathon Raise Specter of Homegrown Terrorism, RMS press release, April 24, 201 3, 


1 Date 

iLocation 

: Event ] 

September, 2009 

New York City, NY 

U.S. resident Najibullah Zazi and others charged with conspiracy to use 
weapons of mass destruction in New York City 


L. 



DiuuS TX 

Attempted pompng of okv'i.i.(OiV' os 

May. 2009 



May, 2009 

Various U.S. targets 

Conviction of Liberty City six for conspiring to ptan attacks on U.S. 
targets, including Sears Tower. Chicago 


Source; Federa) Bureau of Investigation {FBf): various news reports; insurance Information institute, 


A 2012 report from the U.S. Department of State highlighted the changing nature 
of the global terrorism threat, noting that the total number of worldwide terrorist 
attacks in 2011 was more than 10,000 in 70 countries, resulting in more than 
12,500 deaths.^ While large, that figure represents a drop of 12 percent from 2010. 
More than 75 percent of the world’s attacks occurred in South Asia and the Near 
East, and 85 percent of attacks in these regions occurred in just three countries: 
Afghanistan, Iraq and Pakistan. 

Counterterrorism success in 2on came as a number of countries across the Middle 
East and North Africa saw political demonstrations and social unrest. The 
movement known as the Arab Spring was triggered initially by an uprising in 
Tunisia that began back in December 2010. Unrest and instability in this region 
continues in 2013. 

Meanwhile, the July 2011 attack by a lone right-wing extremist in Norway— a 
countiy rarely targeted in the past— that left more than 70 people dead and dozens 
injure^ underscores the inability of any country to escape from terrorism, the State 
Department notes. 

Another evolving threat is cyberterrorism. The threat both to national security and 
the economy posed by cyberterrorism is a growing concern for governments and 
businesses around the world, with critical infrastructure, such as nuclear power 
plants, transportation and utilities, at risk. 

All these factors suggest that terrorism risk will be a constant, ewKing and 
potentially expanding threat for the foreseeable future. 

The looming expiration at the end of 2014 of the government-backed Terrorism 
Risk In.surance Program Reauthorization Act (TRIPR^\) is also prompting 


Country Reports on Terrorism 2011, U.S, Department of State, Juty 31. 2012. 
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increased dialogue between industry and government about terrorism risk, a 
discussion that has gained critical importance in tbe wake of the Boston bombing. 

THE hVlPACT OF 9/11 ON INSURERS 

For property/casualty insurers and reinsurers, the impact of the terrorist attack of 
September ii, 2001, was substantial, producing insured losses of about $32.5 
billion, or $42.1 billion in 2012 dollars. Ix)sses were paid out across many different 
lines of insurance, including proper^', business interruption, a\dation, workers 
compensation, life and liability (Figures 2 and 3). The loss total does not include 
the March 2010 settlement of up to $657.5 million anuounced by New York City 
officials and plaintiffs’ lawyers to compensate about 10,000 workers whose health 
was damaged during the rescue and cleanup at the World Trade Center, or any 
subsequent settlements (see later section: Gronnd Zero Workers and Health 
Claims). 


Figure 2 

SEPTEMBER 11 INDUSTRY LOSS ESTiMATES' 

Current insured Loss Estimate; $32.5 billion in 2001 dollars 
(2001 $ billions) 


other Liability, 
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Aviation Liability, S 
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Property -other, 
$6.0 

j 19% 




Aviation Hull, $0.5 


Workers Comp, $1.8 


.Business 

Interruption, 

$11.0 

33% 


"Loss total does not include NYC Mar(tfi2010settl«nentof up to S657.5 million to compensate about 10,000 
Ground Zero workers. 


Source: Insurance information Institute. 
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Figure 3 


Loss Oistribiili'in by lypc of lnsur>ince 
from Sept. \^ Ti rronst Attach (S 20 12) 

. m ..... ' .. . • 
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Liability $5.2 
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Aviation 
Liability — - 
$4.5 (11%) 

Event / / x 

Cancellation--' i \ Workers 
$1.3(3%) Aviation nun Comp 
$0.6 (2%) $2.3 (6%) 

Total Insured Losses Estimate: $42.1 B 

•Loss total does not include March 2010 New YWK City settlement of up to S6S7.S million to compensate 
approximately 10,000 Ground Zero wortters w any subsequent settlements. 

Source: Insurance Irtformation Institute. 


A total of 2,976 people lost their lives in the September ii, 2001 terrorist attacks in 
New York, Washington, D.C., and Pennsylvania, excluding the 19 hijackers. It 
remains the worst terrorist attack on record in terms of fatalities and insured 
property losses, which totaled about $24.6 billion (in 2012 dollars) (Figure 4). In 
the more than 10 years since 9/11 insurers have paid out many billions of dollars 
for other catastrophes, but until Hurricane Katrina in 2005 when insurers paid 
claims totaling more than $40 billion, 9/11 was the largest loss in the global history 
of insurance. By way of reference, superstorm Sandy, which impacted the 
Northeast United States including the New York metropolitan area, produced $18,6 
billion in private insured losses. 



113 



Figure 4 

WORST TSRRORIST ACTS, INSURED PROPERTY LOSSES^ 
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using the U.S. Bureau of Labor Statistics' CPI inflation Calculator. 


•Insured losses for the April 15, 2013 Boston Marathon bombings had yet to be determined, as of May 31. 2013, 


Source: Swiss Re. 
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As construction progresses on one World Trade Center (a.k.a. Freedom Tower) 
insurance claims dollars continue to play an essential and highly visible role in 
rebuilding lower Manhattan. The many billions of dollars in insurance payouts 
have also mitigated the overall economic impact of the 9/11 attack— estimated 
initially by the Milken Institute as approaching $200 billion overall. 

Before 9/11 teiTorism exclusions were virtually nonexistent in commercial 
insurance contracts sold in the United States. Following the attack, insurers moved 
to exclude coverage. Only when the Terrorism Risk Insurance Act (TRIA) was 
enacted by Congress in November 2002 did coverage for terrorist attacks resume. 
TRIA established a public/private risk-sharing partnership that allows the federal 
government and the insurance industry to share losses in the event of a major 
terrorist attack. The program is designed to ensure that adequate resources are 
available for businesses to recover and rebuild if they become the victims of a 
terrorist attack. 


Since its initial enactment in 2002 the terrorism risk insurance program has been 
revised and extended twee. The most recent extension— the Terrorism Risk 
Insurance Program Reauthorization Act of 2007 (TRIPRA)— ensures its 
continuation until December 31, 2014. However, the portion of the loss insurers 
would pay in the event of a terrorist attack has increased significantly over the 
years. Insurers are also solely responsible for terrorism losses that impact non- 
TRIA lines, such as private passenger auto and homeowners insurance and group 
life. Less than half of the property/casnalt>- insurance premiums are written in lines 
of insurance backstopped by TRIPRA .3 

By all accounts the terrorism risk insurance program is an unqualified success— a 
rarity among federal programs— that has achieved all its goals.'^ The program not 
only ssucceeded in restoring stability to the country’s vital insurance and 
reinsurance markets in the wake of the unprecedented market dislocations 
associated with September n, 2001, terrorist attack, but it continues to deliver 
substantive, direct benefits to businesses, workers, consumers and the economy 
overall— all at little or no cost to taxpayers. 

More recently, provisions of the terrorism risk insurance program have again come 
under attack. For example, the Obama administration’s aon budget plan included 


^ For additiona! information go to www.rnar ketstance.com . Questions can be emaiied to info@ma fke tstance.com or caii (888) 
777-2587, 

TRIA at Ten Years: The Future of the Terrorism Risk insurance Program, Testimony of Robert P. Hartwig, Insurance 
Information Institute (i.l.l.) before the House Financial Services Subcommittee on Insurance, Housing, and Community 
Opportunity, September 11, 2012, 
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a proposal seeking to scale back federal support for the program, though the 
administration’s latest 2014 budget proposal did not include a cut for the program. 

FUTURE OF TR5PRA AND INSURANCE IMPLICATIONS 

The government-backed Terrorism Risk Insurance Program Reauthorization Act 
(TRIPRA) is set to expire at the end of 2014. The program’s imminent expiration is 
prompting increased dialogue between industr>' and government, a discussion that 
has gained critical importance in the wake of the Boston bombing. 

A February 2013 report for Congress by the Congressional Research Service (CRS) 
noted that since TRlA’s passage, the pri\^te industry’s willingness and ability to 
cover terrorism risk have increased.s Prices for terrorism coverage have generally 
trended downward, and some 60 percent of commercial policyholders have 
purchased coverage over the past few years. However, since this relative market 
calm has been uniir the umbrella of TRIA coverage, CRS said it was unclear how 
the insurance market would react to the expiration of the federal program. 

Reinsurance broker Guy Carpenter notes that should TRIPRA not be extended, it 
wonld expect terrorism insurance to be greatly reduced in areas of the United 
States that have the most need for coverage, such as central business districts and 
other high risk areas.^ Even in workers compensation, where terrorism insurance is 
mandated whether or not the backstop is available, Guy Carpenter says it would 
expect insurers to severely cnrtail their writings of risks in areas that have the 
highest risk, and therefore the greatest need for coverage. 

Meanwhile, pricing for terrorism insurance could increase dramatically in a 
number of metropolitan areas and for numerous venues around the U.S. As a 
result, without the TRIPRA backstop, policyholder needs with regards to terrorism 
insurance would not be met and many would be left to self-insure the entire risk or 
portions of the risk, according to Guy Carpenter, meaning that any future terrorist 
acts could have a negative impact on U.S. economic activiri'. Ultimately, any 
dramatic change in TRIPRA could lead to contraction in the marketplace in both 
insurance and reinsurance, it concluded. It is critical to note, however, that in the 
absence of the TRIPRA, backstop infrastructure, commercial buildings, shopping 
malls and sporting venues outside of urban areavS are also \'uinerabie. 


® Terrorism Risk Insurance: Is-sue Analysis and Overview of Cuirent Program. Congressional Research Service (CRS). 
February 26, 2013. 

® Tensions Building; The Changing Nature of Terrorism Risk and Coverage, Guy Carpenter, December 2012, and Future of 
TRIPRA and implications on the (Re)lnsurance Market, GCCapitaiideas.com, December 24, 2012, 
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Ratings agenc\- A.M. Best has warned that in the event TRIPRA is not extended, 
insurer ratings could potentially suffer.? Specifically, A.M. Best said insurers that 
cuiTcntly would be materially affected by the absence of TRIPRA and that cannot 
provide a sufficient action plan to reduce exposures to terrorism risks, likely will 
face rating pressure as the expiration date approaches. Initially, this pressure may 
result in the. assignment of a negative outlook during the latter part of 2013. 

Similarly, ratings agency Fitch has said failure by Congress to extend the Terrorism 
Risk Insurance Act could induce commercial insurers to retreat from larger 
metropolitan areas, reducing availability of terrorism insurance and potentially 
raising premium rates.® “Insurers’ sophistication regarding terrorism risk has 
evolved significantly since 2001, with a heightened focus on managing risk 
aggregations in larger metropolitan areas. Still, the industry' remains in a 
challenging position in terms of modeling and underwriting terrorism-related risk," 
Fitch said. 

In its 2010 report on terrorism risk insurance market conditions, the President’s 
Working Group on Financial Markets noted that the program provides incentive to 
property/casualty insurers and reinsurers who might not othenvise provide 
terrorism insurance at current capacity levels or prices.^ A 2009 report by 
insurance broker Aon estimated that some 70 percent to 80 percent of the 
commercial property insurance market would revert to absolute exclusions for 
terrorism if TRIA is changed.’® 

HOW INSURERS TREAT TERRORISM RISK TODAY 

In the immediate aftermath of 9/11 the ability of commercial policyholders to 
purchase adequate limits of terrorism coverage at affordable prices was severely 
constrained. Commercial property owners and businesses were faced with 
substantially reduced protection for terrorism related risks, in addition to higher 
property'/casualty rates overall. The situation was particularly acute for owners of 
high profile “trophy” buildings located in major metropolitan areas. As a result, 
many were forced to go without coverage or only partly insure their assets. 

Prior to the Boston Marathon bombing, reports of property owners, retail outlets or 
sporting events having problems securing terrorism coverage due to a lack of 
capacity in the market were no longer making headline news. It remains to be seen 


' As Expiration of TRIPRA Approaches, Rating Pressure Increases, Best's Briefing, April 1. 2013. 

® Higher Premiums if Terror Insurance Act Not Renewed, Fitch Wire, Fitch Ratings, May 6. 2013, 

® Market Conditions for Terrorism Risk Insurance 2010, Report of the President's Working Group on Financial Markets. 
Terrorism Update and Key Metrics Report - May 2009, Aon Risk Services. 
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hoAv the terrorism insurance market rvill react to this latest event, but catastrophe 
modeler RMS has said that the insurance of sports events is likely to be impacted.’^ 

In general, insurance capacity may be more limited in certain high-risk cities for 
teiTorism. A 2010 report on terrorism risk insurance market conditions by the 
President’s Working Group on Financial Markets noted that while the availability 
and affordabiliW of terrorism risk insurance provided by private insurers has 
improved since 2006, insurance capacity remains constrained for certain high-risk 
locations and properties. Some commercial insurance policyholders in high-risk 
urban areas also have difficulty in obtaining coverage at sufficient limits, it said. 

The PWG analysis followed a July 2008 report from the U.S. Government 
Accountability Office (GAO) on the availability and affordability of terrorism 
coverage in large metropolitan areas.’^ It found that while commercial property- 
terrorism insurance appears to be available nationwide at rates policyholders 
believe is reasonable, certain types of policyholders may have more difficulty 
obtaining the coverage amounts they need at prices they view as acceptable. These 
policyholders are typically owners of high-value properties in urban areas such as 
Manhattan where there is a high concentration of large buildings that are seen avS 
potential terrorism targets. 

A 2012 report from reinsurance broker Guy Carpenter noted that unrest around the 
world, including the Arab Spnng protests, as well as widespread protests in Europe 
and other regions, had begun to impact the terrorism (re)insurance market, not 
only in terms of supply and demand, but also in terms of how risks and coverages 
are defined.*^ Although it described capacity in the market as abundant, Guy 
Carpenter noted that civil unrest and/or riot coverages in some international 
terrorism programs were impacting several reinsurance carriers. The dramatic 
increase in global unrest had caused an increased frequency of localized or 
territory-specific losses in the facultative reinsurance market, Guy Carpenter said. 
As this report went to press, the impact of the Boston Marathon bombing on the 
market is still to be determined. 

Industiy' data show’s that the proportion of businesses buying property terrorism 
insurance (the take-up rate for terrorism coverage) has generally increased since 
the enactment of TRLA in 2002, as businesses acrOvSS the United State.s had the 
opportunity to purchase terrorism coverage, usually at a reasonable cost. Take-up 
rates for workers compensation terrorism coverage are effectively 100 percent as 
this is a compulsory line of insurance for all businesses. 


Boston Marathon Bombing: Running Fear, RMS press release, April 17. 2013. 

Initial Results on Availability of Terrorism Insurance in Specific Geographic Markete, GAO-08-919R, July 2008. 
Tensions Building: The Changing Nature of Terrorism Risk and Coverage. Guy Carpenter, December 2012. 
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A May 2013 report from insurance broker Marsh found that the demand for 
terrorism insurance remains and the existence of TRIA plays a major role in the 
availabilit)^ and affordability of coverage.*'^ The percentage of companies buying 
property terrorism insurance— the terrorism take-up rate—has remained fairly 
constant since 2005 . In 2003 , the first full year TRIA was in effect, the take-up rate 
was 27 percent, but has since increased steadily, remaining in the low 60 percent 
range since 2009 (Figure 5). 


Figure 5 

TERRORISM INSURANCE TAKE-UP RATES 8Y YEAR 

80% 1 


70% 



2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 

Source: Marsh Global Analytics 


The companies surveyed by Marsh that bought terrorism coverage came from eveiy 
industry sector. Of the 17 segments surveyed, media companies were most likely to 
include terrorism coverage as part of their property insurance in 2012 , with the 
highCvSt take-up rate, 81 percent, of any industry segment. Companies in the health 
care, financial, education and public entity sectors also had high take-up rates of 
above 70 percent, Marsh said. 

Property terrorism insurance rates typically decrease as the size of the company 
increases, Marsh noted. Since 2010 , companies with total insured value (TIV) less 
than $100 million experienced moderate median rate decreases, from $54 per 


Marsh Market Update: 2013 Terrorism Risk Insurance Report, May 2013. 
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million in 2010 to $49 per million in 2012, However, their terrorism premium rates 
remained significantly higher than those of larger companies. 

Median rates for the largest companies stood at $19 per million in 2012. According 
to Marsh, this is generally in keeping with overall insurance pricing patterns. 
Larger companies typically purchase more insurance, which leads to lower rates 
compared to those for smaller companies. 

A vStand-alone market for terrorism insurance coverage also exists. The stand-alone 
market is an important alternative and/or supplement to TRIA coverage for some 
companies. 

In its May 2013 report, Marsh noted that demand for terrorism and political 
\'iolence insurance coverage has grown in the Middle East, Asia and North Africa 
following the so-called Arab Spring. 

The stand-alone property terrorism insurance market offers co^'e^age for both 
TRIA-certified and noncertified risks and enables companies to tailor capacity to 
their coverage needs. The primaiy industry segments purchasing stand-alone 
policies were the hospitality sector, large real estate firms and financial institutions. 
Lesser, but still significant, amounts were purchased in the retail, media, 
transportation, public entity and utilities segments. 

Capacity in the stand-alone terrorism insurance market has increased considerably 
for exposures outside central business districts, according to Marsh. 

Marsh estimates approximately $750 million to $2 billion per risk in stand-alone 
capacity is available to companies that do not have sizeable exposures in locations 
where insurers have aggregation problems. Capacity excess of $2 billion is available 
but more costly. 

For locations where stand-alone insurers have aggregation is.sues, the estimated 
market capacity is approximately $850 million or lower iu some cases. Additional 
capacity can be accessed, but typically at significantly higher rates. 

The primary buyers of stand-alone policies have been hospitality companies, large 
real estate firms and financial institutions, according to Ivlarsh. Retail companies, 
media entities, transportation, public entities and utilities also purchased stand- 
alone terrorism policies, but in lesser amounts. Companies with overseas exposures 
often look to the stand-alone market to provide solutions not satisfied by local 
government teiTori.sm insurance schemes. 
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The latest extension to the terrorism risk insurance progi’am which eliminates any 
distinction between domestic or foreign acts of terrorism in the definition of a 
certified act of terrorism has also acted as an impetus for stand-alone markets to 
offer more competitive terms and conditions to insureds. 

ESHMATiNG POTENTIAL TERRORISES LOSSES 

The fact that acts of terrorism are intentional and that the frequency and severity of 
attacks cannot be reliably assessed makes terrorism risk extremely problematic 
from the insnrance standpoint. Many insurers continue to question whether 
terrorism risk is insurable. Large segments of the economy and millions of workers 
are exposed to significant terrorism risk, hut the ability to determine precisely 
where or when the next attack may occur is limited, as is the ability to predict the 
tjq:)e of attack. 

At any given time, there is a range of viewpoints among industry' analysts and 
national security experts on where the terrorist threat is highest and which country 
or location is most at risk. When it comes to estimating losses from potential 
terrorist attacks there also appears to be significant variability in outcomes, 
underscoring the degree of uncertainty associated with potential terrorist attacks. 

Despite the differing viewpoints, the overall consensus appears to be that terrorism 
risk is an ongoing, and in some cases growing, threat. Here are some of the most 
recent projections and predictions on the terrorism threat: 

• Unrest in Middle East: Since the end of 2010, political demonstrations 
and unrest have swept across more than a dozen countries in the Middle East 
and North Africa (MENA) region, including Algeria, Bahrain, Egypt, Iran, 
Iraq, Jordan, Knwait, Libya, Morocco, Oman, Saudi Arabia, Syria, Tunisia 
and Yemen. The movement known as the Arab Spring was initially sparked by 
an nprising in Tunisia that began in December 2010, and ultimately led to the 
resignation of the country’s president just three months later. The protests 
then spread to other countries, challenging numerous political regimes and 
leaderships, and leading to increased ten.sions in a potentially volatile region 
of the world. Unrest and instability in this region continues in 2013. 

■ Homegrown Terrorist Threat: Catastrophe modeler RMS notes that the 
Boston bombing is a strong reminder of the homegrown terrorism threat in 
the United States.*® While the two brothers who are suspected to be behind 
the attack are of Chechen descent and one of them had in recent years visited 
Chechnya, both had been living in the U.S. for almost a decade and follow a 


Bombings at the Boston Marathon Raise Specter of Homegrown Terrorism, RMS press release, April 24, 201 3. 
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pattern of homegrown jihadi terrorism. RMS assesses that the U.S. terrorist 
threat wall increasingly come predominantly from such homegrowoi 
extremists and notes that due to the highly decentralized structure of such 
“groups”, they are difficult to Identify and apprehend. RMS also states that 
the technical expertise of such homegrown operatives will he limited, so 
simple conventional attacks such as lEDs wall remain the preferred weapon of 
choice. While such weapons have limited range, they potentially can cause 
significant property damage and inflict numerous casualties. Such attacks will 
occur in densely populated areas, at a time of day selected to cause the most 
damage and fatalities, RMS predicts. Also in April and May 2013, a spate of 
letters laced wth ricin, one of w'hich w^as addressed to President Barack 
Obama, were intercepted at mail facilities in Washington, D.C., and New York 
Cit>'. 

■ Transit System Threat: An alleged terrorist plot to blow up a New York to 
Toronto passenger train was recently foiled by Canadian law enforcement 
officials and two suspects with links to Al-Qaeda arrested. The planned attack 
has renewed concerns over the potential terrorist threat to mass transit 
systems. Following the March 29, 2010, attacks by suicide bombers on the 
Moscow subway that killed 39 people, New York City Mayor Michael 
Bloomberg announced that the New York Cify' Police Department (NYPD) 
had stepped up its patrol of the subways. 

■ Maritime Threat: Experts w'arn that maritime piracy terrorism continues 
to pose a formidable threat. On Februaiy 9, 2011, the Irene SL, a Greek- 
flagged vcr>’ large crude carrier (VLCC) bound for the United States and 
carrying about 2 million barrels of crude oil worth an estimated $200 million 
was hijacked by Somali pirates off the coast of Oman in the northern part of 
the Arabian Sea. INTERTANKO managing director Joe Angelo said the 
hijacking marked a significant shift in the impact of the piracy crisis in the 
Indian Ocean: “The piracy situation is now spinning out of control into the 
entire Indian Ocean right to the top of the Arabian Sea over 1,000 miles from 
the coast of Somalia.... If piracy in the Indian Ocean is left unabated, it will 
strangle these crucial shipping lanes with the potential to severely disrupt oil 
flows to the U.S. and to the rest of the world.” 

■ Country Risk: A global ranking of 197 countries by risk analyst Maplecroft 
published in June 2012 identifies Yemen, Somalia and Afghanistan as the 
countries posing the most severe risk from terrorist attacks. Localized 
insurgencies in the growth economics of Nigeria, the Philippines, Turkey, 
India and Russia, meanwhile, see them featured among 18 countries 
classified “extreme risk.” Maplecroft’s research also reveals that between 
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September 2011 and August 2012, the 10 mOsSt at-risk states accounted for 87 
percent of worldwide terrorist attacks (7,765 of the 8,927 logged by 
Maplecroft and the Worldwide Incidents Tracking System (WITS), while also 
suffering 85 percent of the 15,219 fatalities recorded over the same period. 

■ Regional Terrorism Threat: Aon’s 2013 Political Risk Map measures 
political risks, political violence and terrorism in 163 countries and territories 
to help companies assess the risk le\'els of exchange transfer, legal and 
regulatoiy risk, political interference, political violence, sovereign non- 
pa>Tnent and supply chain disruption. For 2013, the map shows an increase 
in the number of countries with upgraded political risk ratings (where the 
overall countiy or territory risk is rated lower than the previous year). Some 
13 conntrics were upgraded in 2013, compared to three in 2012. The 2013 
map also shows only 12 countries experiencing downgrades compared to 21 in 
2012. Countries downgraded in 2013 were: Algeria, Cameroon, Chad, 
Ethiopia, Madagascar, Mali, Namibia, Moldova, Tiukmenistan, Uzbekistan, 
Panama and Paragnay. 

THE CYBER TERRORiSfi/! THREAT 

The threat both to national security and the economy posed by cyber terrorism is a 
growing concern for governments and businesses around the world, with critical 
infrastrncture, such as nuclear power plants, transportation and utilities at risk.'*’ 

U.S. Homeland Security Secretary Janet Napolitano recently warned that a major 
cyber attack is a looming threat that could have the same type of impact as 
superstorm Sandy, knocking ont power to a large swathe of the Northeast. 

Napolitano said a “cyber 9/11” could happen imminently and noted that critical 
infrastructure— including water, electricit>' and gas— is very nilnerable to .such a 
.strike.’’' 

Earlier, in an October 2012 speech U.S. Defense Secretaiy Leon Panetta warned 
that the United States was facing a possible “cyber Pearl Harbor” .scenario, and 
increa.singiy \ailnerable to foreign cyber attacks on its critical infrastructure 
networks. 

Such attacks are targeting the computer control system-s that operate chemical, 
electricity and water plants and transportation networks, Panetta said: 


Cyber Risks: The Crowing Threat. March 2013, Robert P, Hartwig and Claire Wilkinson. Insurance Information Institute 

n.i.i.) 

Napolitano warns of risk of major cyber attack. Newsday, January 24, 2013. 
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“All aggressor nation or extremist group could use these kinds of cyber 
tools to gain control of critical switches. They could, for example, 
derail passenger trains or even more dangerous, derail trains loaded 
with lethal chemicals. 

They could contaminate the water supply in major cities or shutdmvii 
the power grid across large parts of the country.” 

Panetta’s speech came in the wake of a cyber attack in August 2012 on state oil 
company Saudi Aramco, which infected and rendered useless more than 30,000 
computers. 

The Department of Homeland Security received reports of some 198 attacks on 
critical infrastructure systems in the U.S. in 2012, a 52 percent increase on 2011.^® 

In 2011, a report from the Pentagon concluded that computer sabotage coming 
from another country can constitute an act of war.’^ It noted that the Laws of 
Armed Conflict— which guide traditional wars and are derived from various 
international treaties such as the Geneva Convention— apply in cyberspace as in 
traditional warfare. 

A recent survey conducted by Tenable Network Security found that the majority of 
Americans fear that cyber warfare is imminent and that the countiy will attack or 
be attacked in the next decade.^f* 

An ovemhelming 93 percent of respondents to the vSurvey believe that U.S. 
corporations and businesses are at least somewhat vulnerable to state-sponsored 
attacks. And 95 percent believe U.S. government agencies themselves are at least 
somewhat to very, vulnerable to cyber attacks. 

Some 94 percent of slutcv respondents also say they support the President: having 
the same level of authority to react to cyber attacks as he has to respond to physicj:tl 
attadvs o.n the country. 

'Fhe suivey also revealed conflicting results about whether the public or pri\’ate 
sector shouid he held accountable for protecting corporate networks. 


/As Hacking Against U.S. Rises, Experts Try to Pin Down Mot/Ve, the New York Times. March 3, 2013 
Cyber Combat: Act of War, by Siobhan Gorman andJutian E Barnes, the Wall Street Journal, May 30, 2011. 
Tenable Network Security survey, February 2013. 
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Sonic 66 percent of respondents believe corporations sbonld be held responsible 
for c> ber lireaches -vvlien they occur. But an almost equal number of Americans— 62 
percent— say government should be responsible for protecting U.S. businesses 
irom cyiicr attacks. 


Recent high profile attacks, such as the sabotaging of Iran’s nuclear program via 
the Stuxnet computer worm, malicious infiltration attempts by China and the 
reported targeting of an Illinois water utility by a remote cyber attack from Russia, 
highlight the capability and breadth of the cyber risk (Figure 6 ). 


Figure 6 

CYBef? RISK THREAT SPECTRUM: TERRORISM iS A CONCERN 
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Source: Waterfatl Security Sysiems 

A recent study by the Ponemon Institute in collaboration with Bloomberg 
Government estimated private sector spending on cyber security at roughly $80 
billion in 2011, but noted that this was not nearly enough. 

The study found that “utilities, banks and phone carriers would have to spend 
almost nine times more on cyber security to prevent a digital Pearl Harbor from 
plunging millions into darkness, paralyzing the financial system or cutting 
commnnications,” according to a report by Bloomberg Ne\vs.“’ Its findings were 


Cybersecurity Disaster Seen in the U.S. Survey Citing Spending Gaps, by Eric Engieman and Chris Strohm, Bioomberg 
News. January 31, 2012. 
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based on intendews with technology managers from 172 U.S. organizations in six 
industries and government. 

TERRORISIVl RISK INSURANCE PROGRA,M: STRUCTURE AND COVERAGE 
The Terrorism Risk Insurance Act of 2002 was adopted by Congress to ensure the 
widespread availability and affordability of property and casualty insurance for 
terrorism risk. The act provides a temporary program, or “backstop” for incurred 
losses resulting from certain acts of terrorism. 

The act was extended in 2005 for two years and again in 2007 for another seven 
years, through December 2014, under the Terrorism Risk Insurance Program 
Reauthorization Act of 2007 (TRIPRA). Both extensions of the act changed some 
components of the program, increasing the portion of the loss insurers would pay 
in the event of a terrorist attack and reducing the types of commercial insurance 
covered hy the program. 

It is important to note that the program provides no coverage for personal lines 
insurers, reinsurers and group life insurance losses (see below). 

The major provisions of the terrorism risk insurance program are as follows: 

■ Make available requirement: Only commercial insurers and causes of 
loss specified in the underlying policies are coverexl under the program and 
required to make coverage available. Residual market insurers such as 
workers compensation pools, captive insurers and risk retention groups are 
also covered. Personal lines insurers and reinsurers are not covered; neither 
are group life insurance losses. Most types of commercial insurance lines 
were covered under the original legislation, except for some specialty 
coverages such as medical malpractice and crop insurance. Under the 2005 
extension, certain additional lines are now excluded: 

o Commercial automobile 
o Burglary and theft 
o Surety 

o Professional liability, except for directors and officers liability 
o Farm owner multi-peril insurance 

■ Definition of a certified act of terrorism: The 2007 extension expanded 
the definition of a certified act of terrorism to eliminate any distinction 
between domestic or foreign acts of ten-orism. The original act covered only 
acts of foreign terrorism on U.S. soil. 
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■ 1 ’riggering event; The threshold for the program to go into etfect rose from 
$5 million under the original act to $50 million after March 2006. In 2007, 
the triggering event threshold rose to $100 million and remained there under 
TRIPRA, Federal ftinds will be paid out only in the event of a terrorivSt act that 
produces total insurance industry' losses above this threshold. 

■ Program cap: The program is capped at $100 billion per year for insured 
losses (federal and insurer combined). A provision in the law requires the 
U.S. Department of the Treasury' to establish a process for the allocation of 
pro-rata payments in the event that terrorism-related insured losses exceed 
the federal government’s annual $100 billion cap. The law states that no 
insurer may be required to make any payment for insured losses in excess of 
its deductible and its share of insured losses. 

■ Indiv'iduaT insurer deductibles: The amount of terrorism losses that an 
individual insnrer must pay before federal assistance becomes available. The 
level rose to 20 percent of an insurer’s direct earned premiums for 
commercial property/casualtj' insurance in 2007 where it cuiTently remains 
(up from 17.5 percent in 2006 and 15 percent in 2005). 

■ Co-payments: The share of losses that insurers pay above their individual 
retentions rose to 15 percent in 2007 where it remains today, up from 10 
percent in 2006. 

■ Industry' retention level: The industry as a whole must cover a certain 
proportion of the losses through deductibles and copayments before federal 
assistance kicks in. This amount rose to $27.5 billion in 2007 where it 
remains today, up from $25 billion in 2006 and $15 billion in 2005 (Figure 
7). If the insured loss in less than the $27.5 billion threshold, the federal 
government can recoup the difference between the actual amount it paid and 
the required retention. This comes via a surcharge on commercial insurance 
policyholders not to exceed 3 percent of premium for insurance coverages 
that fall under the program. If the insured loss exceeds this threshold, federal 
expenditures may be recouped for amounts in excess of the threshold at the 
discretion of the Secretary of the Treasury-. 


Figure 7 

INSURANvCE INDUSTRY RETENTIONS UNDER TRIA AND ITS SUCCESSORS 

($ Billions) 
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2014) 

Source: insurance Information Institute. 

FEDERAL .ROLE IN TERRORISM INSURANCE 

The Obama administration’s 2011 budget plan had included a proposal seeking to 
scale back federal support for the terrorism risk insurance program. Its justification 
was that this would “encourage the private sector to better mitigate terrorism risk 
through other means, such as developing alternative reinsurance options and 
building safer bnildings." The proposal projected sa\'ings of $249 million in the 
conrse of the following 10 years as a result of the reduction in federal support. 
However, no planned cuts to the program were included in the administration’s 
2014 budget plan. 

Industry obsei^ers noted that any attempts to modify the program would have a 
detrimental effect on the availability and affordability of terrorism insurance- 
problems that the program was designed to end. 

Studies by various organizations, including the University of Pennsylvania’s 
Wharton School Risk Center, the RAND Corporation and the Organization for 
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Economic Co-operation and Development (OECD), have supported the idea of a 
substantive federal role in terrorism insurance. In particular, the Wharton School 
found that TRIA has had a positive effect on availability of terrorism coverage and 
also has significantly contributed to reducing insurance premiums. The OECD 
notes that thus far the financial markets have shown little appetite for terrorism 
risk. 

Terrorism Risk insurance Programs in Other Countries 

A number of countries have established their own terrorism risk insurance 
programs and these have operated successfully, often for many years. Australia, 
Austria, Belgium, France, Germany, the Netherlands, Spain, Switzerland and the 
United Kingdom have all created programs to cover terrorism in the event of an 
attack on their own soil fFigure 8 ). 

In 1993, the British government formed a mutual reinsurance pool for terrorist 
coverage following acts of terrorism by the Irish Republican Army. Insurance 
companies pay premiums at rates set by the pool. The primary insurer pays the 
entire claim for terrorist damage but is reimbursed by the pool for losses in excess 
of a certain amount per event and per year. This is based on its share of the total 
market. The maximum industrj' retention increases annually per event and per 
year. Following 9/11, coverage was extended to cover all risks, except war, 
including nuclear and biological contamination, aircraft impact and flooding, if 
caused by terrorist attacks. The BritivSh government acts as the reinsurer of last 
resort, guaranteeing payments above the industry' retention. 


Evaluating the Effectiveness of Terrorism Risk Financing Solutions, Howard C. Kanreuther and Erwann 0. Michel-Kerjan, 
September 2007, National Bureau of Economic Research. 
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Fire Following 

State law has also addressed the issue of terrorism cover. Before 9/1:1, 31 
jurisdictions had laws that required that property policies be based on the 1943 
New York Standard Fire Policy (SFP). The SFP does not exclude fire folloiring 
terrorism and, prior to 2003, the SFP did not permit this exclusion with the result 
that a policyholder who had rejected terrorism coverage under TRIA would still 
have coverage for fire following an act of terrorism. Currently, this is still the case 
in just a handful of states. 

However, since 2003, some states have re\ased their SFP statutes to permit 
exclusions of fire following terrorism under certain circumstances. Thus, for a 
policyholder ivho has rejected terrorism coverage under TRIA, in these states there 
might be no coverage or limited coverage for fire resulting from an act of terrorism. 
Many states do not have a standard fire policy statute or have SFPs that 
unconditionally exclude fire following terrorism. In these states there is no 
stipulated coverage for fire following terrorism. 

NUCLEAR. B50LOG1CAL, CHEMICAL AND RADiOLOGfCAL (NBCRJ THREAT 
Acts of terrorism have the potential to be large, destabilizing events, gmng rise to 
los.ses of an unquantifiable size and severity. Potential terrorism scenarios often 
include the likely impact of an incident involving weapons of mass destruction 
(WMD). 

As recently as January 2010 the U.S. Government Accountability Office (GAO) 
stated that a terrorist’s use of either a radiological dispersal device (RDD)— 
frequently referred to as a "dirty bomb"— or an improvised nuclear device (IND) to 
release radioactive materials into the environment could have devavStating 
consequences.®^ It noted that the consequences of a terrorist attack using an RDD 
or IND would include not only loss of life but also enormous psychological and 
economic impacts. 

An April 2006 study by the American Academy of Actuaries explored the insured 
losses that nuclear, biological, chemical and radiological (NBCR) incidents might 
give rise to in four U.S. cities. It estimated that in New York a large NBCR event 
could cost as much as $778.1 billion, with insured losses for commercial property at 
$158.3 billion and for workers compensation at $483.7 billion. A loss of this 
magnitude is more than three times the size of the commercial P/C insurance 
industiy’s claims-paying capacity. The three other U.S. cities included in the 
analysis were Washington, DC; San Francisco, CA; and Des Moine.s, lA. 

Combating Nuclear Terrorism: Actions Needed to Better Prepare to Ftecaverft'om Possible Attacks Using Radiological or 
Nuclear Materials, Government Accountability Office (GAO), January 2010, GAO-10-204, 
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Nuclear, biological, chemical and radiological attacics are another example of 
catastrophic e\-ents that are fundamentally uninsurable due to the nature of the 
risk. The Terrorism Risk Insurance Program Reauthorization Act of 2007 
(TRIPRA) did not include an earlier controversial provision that would have 
required insurers to make available coverage for NBCR attacks. There are long- 
standing restrictions regarding war coverage and NBCR events in both personal 
and commercial insurance policies. 

However, a June 2010 report by Guy Carpenter noted that some two-thirds of 
reinsurance markets surveyed are now offering coverage for NBCR events, 
reflecting a true evolution in underwriting appetite since 9/11.^-^ An increasing 
number of reinsurers have entered the market over the last few years, offering new 
solutions for various large-scale risks such as airports, industrial plants, sports 
stadiums and shopping centers, Guy Carpenter said. It noted that costs of coverage 
vary depending on a number of factors, including geographical spread of risk, the 
location and type of exposure, proximity to other risks and the program’s structure 
(e.g. limit and deductibles). 

The reauthorization of the terrorism risk insurance program in 2007 directed GAO 
to review: the extent to which insurers offer NBCR coverage; factors that contribute 
to the willingness of insurers to provide NBCR coverage; and policy options for 
expanding coverage for NBCR risks. In its report, GAO said that commercial 
property/casuaity insurers generally still seek to exclude NBCR coverage per long- 
standing exclusions for nuclear and pollution risks, although such exclusions may 
be subject to challenges in court because they were not specifically drafted to 
address terrorist atlacks.®5 

GAO noted that commercial property /casualty policyholders, including companies 
that own high-value properties in large cities, generally reported that they could 
not obtain NBCR coverage. Unlike commercial P/C insurers, workers 
compensation, group life and health insurers reported providing NBCR coverage 
because states generally do not allow them to exclude these risks. GAO reviewed 
several proposals but made no recommendations on the NBCR issue. 


Terrorism: Reinsurers Star}ding By, Guy Carpenter, June 2010. 

Terrorism Insurance: Status of Coverage Availability for Attacks Involving Nuclear, Biological, Chemical or Radiological 
Weapons, U.S. Government Accountability Office (GAO), December 2008. 
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AVIAT!ON INSURANCE FOR TERRORISM RISKS 

Aviation insurance for terrorism risks continues to be an issue of concern for 
countries around the world. The attempted Christmas Day 2009 attack on a 
Northwest Airlines flight from Amsterdam to the United States by Umar Farouk 
Abdulmutallab, who allegedly tried to detonate plastic explosives hidden in his 
imdenvear, is one of the latest reminders that terrorists continue to look for 
opportunities to target international aviation. 

Airlines are required to have passenger and third-party liability’ insurance coverage 
in order to receive landing rights and as a condition for leases, so the cancellation 
of insurance cover could affect the industry’s ability to operate. In the wake of 
9/11, there was a complete withdrawal of coverage for acts of war, terrorism and 
related perils. As a result a number of governments stepped in and established 
schemes to temporarily fill the coverage gap. Since then, the private market has 
partially reinstated coverage, though at a significantly higher cost. 

Some countries, like the United States, assist airlines in insuring war risks. The 
Federal Aviation Administration (FAA) began issuing premium third party liability 
war risk insurance to U.S. air carriers In the wake of 9/11. The Homeland Security 
Act of 2002 (H AS) and subsequent legislation mandated the expansion of war risk 
insurance coverage to include hull loss and passenger liability and required 
continued pro\dsion of the insurance. 

The program has been extended several times. As of October 1, 2012, the FAA 
Aviation Insurance Program Office provides war risk hull loss, as well as passenger 
and third party liability insurance to regularly vscheduled U.S. air carriers for the 
period through September 30, 2013. 

THE UlABiLITY FACTOR 

Another distinguishing feature of terrorist attacks is their ability to generate 
enormous liability losses in addition to physical lovsses. In the immediate aftermath 
of 9/11 it became clear that thousands of victim.s and their families were prepared 
to litigate to recover economic and non-economic (e,g., pain and suffering, 
emotional distress, etc.) damages. 

To minimize the likelihood of a wave of liability claims against the airlines and 
other likely litigants in the days following 9/11, Congress established the Victims 
Compensation Fund (VCF). The program was designed to provide a no-fault 
alternative to tort litigation for these individuals or relatives and pro\dded 
compeHvsation for losses due to personal physical injnries or death. 


Global Terror Update 2009, Guy Carpenter, 
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By the time the VCF ceased operations on June 15, 2004, it had processed nearly 
7,400 claims for death and physical injury and provided around $7 billion in 
payments to families of 9/11 victims. In return, victims’ families were required to 
give up the right to sue the airlines, government agencies or other entities they 
perceived as responsible parties. 

TRIA and its extension legislation contain no provision for handling liability claims 
in future. As a result, the impact of tort claims following another major terrorist 
attack on U.S. soil has the potential to be enormous. It is worth nothing that even 
with the VCF a substantial number of lawsuits were filed in the wake of 9/11. For 
example, recent media reports suggest that settlements have been reached in 93 of 
96 wrongful death and injury lawsuits related to 9/11 and submitted to Federal 
District Court in Manhattan. Although the amounts are confidential, reports cite a 
document showing that the defendants have paid out a total of $500 million,” 

Ground Zero Workers and Health Claims 

In addition to the direct liability^ costs associated with teiTori.st attacks, ailments 
and illnesses contracted by workers involved in post-attack rescue and clean-up 
activities can increase liability losses by hundreds of millions of dollars. These 
types of suits will add hundreds of millions of dollars to the final cost of a major 
terrorist attack. 

In November 2010, more than 10,000 workers whose health was damaged during 
the rescue and cleanup at the World Trade Center approved a settlement of at least 
$625 million with New York City officials. For the settlement to take effect at least 
95 percent of the plaintiffs had to agree to its terms. The settlement would have 
paid out $712,5 million if all of the plaintiffs had opted in. According to reports, the 
final acceptance rate was 95.1 percent.’'^ 

The plaintiffs vrill be compensated according to the severity of their illnesses and 
the extent of their exposure to contaminants at the site. Under the tenns of the 
settlement, indiridual payments will range from $3,250 to $1.8 million or more for 
the worst injuries, according to estimates from lawy^ers. Payouts to the plaintiffs 
will come from a federally financed insurance company called the WTC Captive 
Insurance Company with approximately $1.1 billion in funds to provide coverage to 
the city. 


Judge's Approi’al Sought in 2 Lawsuits from 9/11, by Benjamin Weiser, the New York Times, 02/05/2010 
Sept. 11 Workers Agree To Settle Heolth Lawsuits, by Mireya Navarro, the New York Times, 11/19/2010 
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CONCLUSION 

The cost of terrorism still looms large in United States histoiy. The $32.5 billion in 
losses ($42.1 billion in 2012 dollars) paid out by insurers for the terrorist attack of 
September 11, 2001, places second in an Insurance Information Institute (I.I.I.) 
ranking of the most costly U.S, catastrophes— just after Hurricane Katrina (2005) 
(Figure g). 

More than a decade later, 9/11 also remains the worst terrorist act in terms of 
fatalities and insured property losses. 


Figure 9 

THE TEN MOST COSTLY CATASTROPHES. UNITED STATES (1) 
(insured Losses, 2012 dollars, $ billions) 


$60 



Hugo Ivan Chaney Wiltna Ike Sanely* Nexihridga Aftefrew 9'’1 Katrina 

(1869) (2004) (2004) (2005) (20C81 (2012) (1994) (1992) Attack** (2005) 

(2001) 


ISO estimate as of Jantiary 201 3 

*' Insured loss estimate for Sep. 1 1 terrorist attack includes property, business interruption, workers comp, 
aviation hul!. liability, even) cancellation and life insurance losses 

Soi,irce; ISO's Property Claim Services ttnil (PCS); Insurance information Institute inflation adjiistments to 2012 
dollars using Ihe CPI, 

The April 2013 Boston bombing— the first successful terror attack on U.S. soil since 
9/11— underscores the fact that, w’hile the risk is changing, terrorism is a constant 
threat for the foreseeable future. 

Failure to focus on and prepare for this threat will come at an enormous cost to the 
millioUvS of individuals and businesses who rely on insurance contracts to offset the 
overall economic impact of a terrorist attack. 
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Meanwhile, the looming expiration at the end of 2014 of the Terrorism Risk 
Insurance Program Reauthorization Act (TRIPRA), brings to a head the question of 
whether terrorism risk now, or ever, will be one that can he managed entirely 
within the private sector. 

Industry research suggests that market stahility in terms of both pricing and 
availability of terrorism coverage, as well as the ability to maintain adequate and 
expanding levels of capacity over time, is contingent on the continued existence of 
the Terrorism Risk Insurance Program. 

For propert5'/casualty insurers, the increasing share of losses that they would have 
to fund in the event of a major terrorist attack on U.S. soil suggests that now is the 
time to take stock of their terrorism exposures. 


Appendix i 


FAQ: TERR0R!3f.rt INSURANCE— WHAT IT IS AND WHAT IT COVERS 

Terrorism insurance provides coverage to individuals and businesses for potential 

losses due to acts of terrorism. 

Businesses 

Prior to 9/it, standard commercial insurance policies included terrorism coverage 
as part of the package, effectively free of charge. Today, terrorism coverage is 
generally offered separately at a price that more adequately reflects the current 
risk. 

Insurance losses attributable to terrorist acts under these commercial policies are 
insured by private insurers and reinsured or “backstopped” b}' the federal 
government pursuant to the Terrorism Risk and Insurance Act of 2002 (TRIA). 
TRIA has been renewed twice, and the current law, known as the Terrorism Risk 
Insurance Program Reauthorization Act of 2007 (TRIPRA) runs until December 
2014. Under the program, owners of commercial property, such as office buildings, 
factories, shopping malls and apartment buildings, must be offered the opportunity 
to purchase terrorism coverage. 

Individuals 

Standard homeowmers insurance policies include coverage for damage to property 
and personal possessions resulting from acts of terrorism. Terrorism is not 
specifically referenced in homeowners policies. However, the policy does cover the 
homeowner for damage due to explosion, fire and smoke— the likely causes of 
damage in a terrorist attack. 

Condominium or co-op -owner policies also provide coverage for damage to 
personal posvsessions reisulting from acts of terrorism. Damage to the common 
areas of a building like the roof, basement, elevator, boiler and walkways would 
only be covered if the condo/co-op board has purchased terrorism Coverage- 

Standard renters policies include coverage for damage to personal possessions due 
to a terrorist attack. Again, coverage for the apartment complex itself must be 
purchased hy the property owmer or landlord. 

Auto insurance policies will cover a car that is damaged or destroyed in a terrorist 
attack only if the policyholder has purchased “comprehensive” coverage. Most 
people who have loans on their cars or lease are required by lenders and leasing 
companies to carry this optional form of coverage. People who buy liability 
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coverage only ai’e not covered in the event their vehicle is damaged or destroyed as 
the result of a terrorist attack. 

Life insurance policies do not contain terrorism exclusions. Proceeds ivill be paid to 
the beneficiaiy as designated on the policy. 

Under What Circumstances Is There Coverage? 

For the terrorism coverage to be triggered under TRIPRA for commercial policies, a 
terrorist attack has to be declared a “certified act” by the Secretary of the Treasury. 

No such declaration is needed to trigger coverage under homeowners and auto 
policies because there are no exclusions for terrorism. 

In some states a doctrine know as “fire following” applies. This means that in the 
event of a terrorist-caused explosion followed by fire, insurers could be liable to pay 
out losses attributable to the tire (but not the explosion) even if a commercial 
property owner had not purchased terrorism coverage. Insurers have sought to 
limit fire coverage resulting from a terrorist attack, because commercial 
policyholders that choose to reject TRIPRA or other teiTorism coverage are 
effectively paying no premium for the protection offered by fire-following coverage. 
Currently, there is coverage for fire following an act of terrorism in just a haudful of 
states. 


What Is Not Covered? 

There are long-standing restrictions regarding war coverage and nuclear, 
biological, chemical and radiological (NBCR) events in both personal and 
commercial insurance policies. 

War-risk exclusions reflect the realization that damage from acts of war is 
fundamentally uninsurable. No formal declaration of war by Congress is required 
for the war risk exclusion to apply. Nuclear, biological, chemical and radiological 
attacks are another example of catastrophic events that are fundamentally 
uninsurable due to the nature of the risk. 

Under the terrorism risk insurance program, if some NBCR exclusions arc 
permitted by a state, an insurer does not have to make available the excluded 
coverage. 


Business Interruption Insurance 

Property damage to commercial buildings from a terrorist attack also may include 
claims for bu.siness interruption. BmsineSvS interruption insurance (sometimes 
referred to as business income coverage) covers financial losses that occur when a 
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firm is forced to suspend business operations either due to direct damage to its 
premises or because civil authorities limit access to an area after the attack and 
those actions prevent entry to the business premises. Coverage depends on the 
individual policy, but tj^iically begins after a waiting period or “time deductible” of 
two to three days and lasts for a period of two weeks to several months. 

Business interruption losses ^ociated with acts of ci\il authority (e.g,, closure of 
certain area around the disaster) can only be triggered when there is physical loss 
or damage arising from a covered peril (e.g., explosion, fire, smoke, etc.) within the 
area affected by the declaration. The loss/daniage need not occur to the insured 
premises specifically. Reductions in business income associated with fear of 
traveling to a location, in addition to closure to areas by authorities because of a 
heightened state of alert, would not be covered by business interruption policies. 

Workers Compensation and Other Coverages 

Workers compensation— a compulsory line of insurance for all businesses— covers 
employees injured or killed on the joh and therefore automatically includes 
coverage for acts of terrorism. Workers compensation is also the only line of 
insurance that does not exclude coverage for acts of war. Coverage for terrorist acts 
cannot be excluded from workers compensation policies in any state. 

There are essenlially three types of workers compensation benefits. The first 
reimburses \vorkers for lost wages w’hile they recover from their injuries. Tlte 
second covers workers for all medical expenses incurred as a result of the injuries 
they sustain. The third type of benefit provides payments to the families of workers 
killed on the job. 

Life/health and disability insurance policies may provide coverage for loss of life, 
injury or sickness to individuals in the event of a terrorist attack. 

What Is the Terrorism Risk insurance Act (TRlA)/Terrorism Risk insurance 
Program Reauthorization Act (TRIPRA)? 

TRIA is a public/private risk-sharing partnership between the federal government 
and tbe insurance industry. The program is designed to ensure that adequate 
resources are available for businesses to recover and rebuild if they become the 
victims of a terrorist attack. 

TRIA was extended for another two years in December 2005 and for another seven 
years to 2014 in December 2007. Tire new law is known as the Terrorism Risk 
Insurance Program Reauthorization Act (TRIPRA) of 2007. 
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Specific provisions of the legislation are; 

■ An event must cause at least $ioo million in aggregate propert}' and casualty 
insurance losses to be certified by the Secretary of the Treasur>^ as an act of 
terrorism. 

• The definition of a certified act of terrorism has been expanded to cover both 
domestic and foreign acts of terrorism. 

■ Each participating insurer is responsible for paying out a certain amount in 
claims (a deductible) before federal assistance becomes available. 

■ For losses above a company’s deductible, the federal government will co^'er 
85 percent, while the insurer contributes 15 percent. 

■ The aggregate insurance industry retention in 2007 was $27.5 billion, up 
from S25 billion in 2006 and S15 billion in 2005. 

■ Losses covered by the program are capped at $100 billion. 

■ LinCvS originally excluded from the program are: personal lines (auto and 
home), reinsurance, federal crop, mortgage guaranty, financial guaranty% 
medical malpractice, flood insurance provided under the NFIP and life and 
health, Additional lines now excluded are: commercial auto, professional 
liability except for directors and officers liability, surety, burglary and theft, 
and farmoviTiers multi-peril insurance. 

• The Terrorism Risk Insurance Program Rcauthorization Act (TRIPRA) of 
2007 is due to sunset on December 31, 2014. 

Does the Terrorism Risk Insurance Program Affect the Availability and Price 
of Coverage? 

Yes, by sharing potential losses from terrorist attacks between private insurers and 
the government, the teiTorism risk insurance program has brought much needed 
additional capacity to the terrorism market. Before the program existed, businesses 
were left with little or no terrorism coverage, but since it came into effect they are 
able to purchase the cover the>’ need. 

Terrorism coverage is ver>' difficult to price because the frequency and severity of 
an attack is so unpredictable. Pricing of terrorism coverage varies according to the 
individual risk (based on factors such as location and industr>’, for example), but it 
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is clear that the terrorism risk insurance program has had a stabilizing influence on 
the market. 

Does an Insurer Have to Make Terrorism Coverage Available? 

Yes. Under TRIPRA, all property/ casualty insurers in the U.S. are required to 
make terrorism coverage available. The “make available” provision applies to 
commercial lines of P/C insurance. Insurers are required to make an offer of 
coverage for “certified acts” to policyholders. If the insured rejects an offer, the 
insurer may then reinstate a terrorism exclusion. 

What if Terrorism Coverage Is Not Purchased and a Loss Occurs? 

A business that has not purchased TRIPRA or other terrorism coverage will uot be 
covered for damage caused to their property by a terrorist attack. An individual 
who has homeowners or renters coverage may be covered, according to the 
individual terms of their policy. 


RESPONSE TO WRITTEN QUESTIONS OF SENATOR MARK KIRK 
FROM PETER J. BESHAR 

Q.l. Members of the property and casualty (P&C) insurance indus- 
try range widely in size and scope. Some of the largest insurers 
note the $100 million minimum could be increased as one means 
of increasing private capital standing in front of the Government. 
They make similar remarks about the deductible. The concern 
raised about this prospect, however, is that it would preclude many 
of the smaller insurance providers from offering terrorism risk in- 
surance. Is there a way to ensure that smaller insurance companies 
are able to continue to offer terrorism insurance while also increas- 
ing either the $100 million threshold or increasing deductibles? 

A.I. Did not respond by publication deadline. 

Q.2. Are there ways to fine-tune the TRIA program to better serve 
the marketplace and help with pricing? Particularly, would it be 
appropriate to apply different risk profiles to the different covered 
lines under the program? Do all cover covered lines present the 
same potential exposure and are all the currently covered lines nec- 
essary for such a backstop? 

A.2. Did not respond by publication deadline. 

Q.3. I understand the complexity and the differences between try- 
ing to price terrorism risk compared with most other kinds of risks. 
Litigation, medical considerations, and employer issues can stretch 
out for years, and can be quite costly to the parties involved — a 
great example of this being worker’s compensation policies, which 
are covered in a terrorism event and often dwarf other claims, such 
as those for infrastructure. Would differentiating and requiring in- 
surance companies to cover specific lines of risks or to allow for dif- 
ferent deductibles for different product lines seem feasible? Why or 
why not? Could the program that differentiates between risk pro- 
files allow a lower deductible for higher risk profiles and higher 
deductibles for more manageable risk? 

A.3. Did not respond by publication deadline. 

Q.4. Is there increased capacity of reinsurers in the marketplace 
and if so, why is the increased capacity of reinsurers not being 
used for terrorism risk? What has your research shown with regard 
to the reinsurance market? What about a risk transfer mechanism 
to the capital markets (i.e., such as terrorism bonds?). 

A.4. Did not respond by publication deadline. 


RESPONSE TO WRITTEN QUESTIONS OF SENATOR MARK KIRK 
FROM ERWANN O. MICHEL-KERJAN 

Q.l. Across most other Federal insurance programs we see the 
Government’s inability to correctly price risk. In most cir- 
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cumstances of insurance, I would much prefer to see the private 
market model, price, and assume risk. Can you explain why the 
private market has been unable to effectively model and price ter- 
rorism risk since the September 11th terrorist attacks? 

A.I. Did not respond by publication deadline. 

Q.2. In the wake of September 11th, the Federal Government took 
considerable measures to better understand and prevent terrorist 
attacks. I know that private industry has also worked to better un- 
derstand the risks associated with terrorism and how to measure 
and price that risk. What advances has the private market made 
in its ability to price this risk? What is the state of the capital mar- 
kets for terrorism risk? 

A.2. Did not respond by publication deadline. 

Q.3. Are there ways to fine-tune the TRIA program to better serve 
the marketplace and help with pricing? Particularly, would it be 
appropriate to apply different risk profiles to the different covered 
lines under the program? Do all cover covered lines present the 
same potential exposure and are all the currently covered lines nec- 
essary for such a backstop? 

A.3. Did not respond by publication deadline. 

Q.4. I understand the complexity and the differences between try- 
ing to price terrorism risk compared with most other kinds of risks. 
Litigation, medical considerations, and employer issues can stretch 
out for years, and can be quite costly to the parties involved — a 
great example of this being worker’s compensation policies, which 
are covered in a terrorism event and often dwarf other claims, such 
as those for infrastructure. Would differentiating and requiring in- 
surance companies to cover specific lines of risks or to allow for dif- 
ferent deductibles for different product lines seem feasible? Why or 
why not? Could the program that differentiates between risk pro- 
files allow a lower deductible for higher risk profiles and higher 
deductibles for more manageable risk? 

A.4. Did not respond by publication deadline. 

Q.5. Is there increased capacity of reinsurers in the marketplace 
and if so, why is the increased capacity of reinsurers not being 
used for terrorism risk? What has your research shown with regard 
to the reinsurance market? What about a risk transfer mechanism 
to the capital markets {i.e., such as terrorism bonds?). 

A.5. Did not respond by publication deadline. 


RESPONSE TO WRITTEN QUESTIONS OF SENATOR MARK KIRK 
FROM ROBERT P. HARTWIG 

Q.l. In the wake of September 11th, the Federal Government took 
considerable measures to better understand and prevent terrorist 
attacks. I know that private industry has also worked to better un- 
derstand the risks associated with terrorism and how to measure 
and price that risk. What advances has the private market made 
in its ability to price this risk? What is the state of the capital mar- 
kets for terrorism risk? 

A.I. Did not respond by publication deadline. 
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Q.2. Members of the property and casualty (P&C) insurance indus- 
try range widely in size and scope. Some of the largest insurers 
note the $100 million minimum could be increased as one means 
of increasing private capital standing in front of the Government. 
They make similar remarks about the deductible. The concern 
raised about this prospect, however, is that it would preclude many 
of the smaller insurance providers from offering terrorism risk in- 
surance. Is there a way to ensure that smaller insurance companies 
are able to continue to offer terrorism insurance while also increas- 
ing either the $100 million threshold or increasing deductibles? 

A.2. Did not respond by publication deadline. 

Q.3. Are there ways to fine-tune the TRIA program to better serve 
the marketplace and help with pricing? Particularly, would it be 
appropriate to apply different risk profiles to the different covered 
lines under the program? Do all cover covered lines present the 
same potential exposure and are all the currently covered lines nec- 
essary for such a backstop? 

A.3. Did not respond by publication deadline. 

Q.4. I understand the complexity and the differences between try- 
ing to price terrorism risk compared with most other kinds of risks. 
Litigation, medical considerations, and employer issues can stretch 
out for years, and can be quite costly to the parties involved — a 
great example of this being worker’s compensation policies, which 
are covered in a terrorism event and often dwarf other claims, such 
as those for infrastructure. Would differentiating and requiring in- 
surance companies to cover specific lines of risks or to allow for dif- 
ferent deductibles for different product lines seem feasible? Why or 
why not? Could the program that differentiates between risk pro- 
files allow a lower deductible for higher risk profiles and higher 
deductibles for more manageable risk? 

A.4. Did not respond by publication deadline. 

Q.5. Is there increased capacity of reinsurers in the marketplace 
and if so, why is the increased capacity of reinsurers not being 
used for terrorism risk? What has your research shown with regard 
to the reinsurance market? What about a risk transfer mechanism 
to the capital markets {i.e., such as terrorism bonds?). 

A.5. Did not respond by publication deadline. 
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PREPARED STATEMENT OF BENJAMIN M. LAWSKY 

Superintendent of Financial Services, New York State 
September 25, 2013 

I would like to thank Chairman Johnson, Ranking Member Crapo, and Senator 
Schumer for the opportunity to submit comments on the importance of reauthorizing 
the Terrorism Risk Insurance Act (TRIA). I would also like — in particular — to recog- 
nize Senator Schumer for his leadership on this issue, which is so vital to his con- 
stituents in New York. 

Reauthorizing TRIA is critical to the health our Nation’s economy. If Congress 
fails to act, it would cause significant disruptions in the insurance market and for 
the broader business community. In addition, it could jeopardize a number of impor- 
tant construction projects and the jobs that come with them — not only in New York, 
but across the country. 

As the Superintendent of Financial Services at the New York State Department 
of Financial Services, I can attest to the fact that we in New York are unfortunately 
all too well acquainted with the risk of terrorism. Not only did our State endure 
the horror of 9/11, but we also experienced the truck bomb that in 1993 exploded 
at the World Trade Center and, more recently, saw the foiling of a 2010 plot to ex- 
plode a bomb in Times Square. Of course, as the 1,776-foot-tall Freedom Tower and 
all the rebuilding around it shows. New Yorkers are incredibly resilient and enter- 
prising. 

That post-9/11 rebuilding is still in progress 12 years later, though, demonstrates 
how exceedingly costly, complicated, and time-consuming it can be to recover from 
acts of terrorism. And given that the possibility of terrorist acts in this country will 
always remain a reality, builders of large and iconic structures depend on terrorism 
insurance. TRIA ensures the availability and relative affordability of terrorism in- 
surance coverage. 

No one can forecast the frequency or severity of terrorist attacks from past experi- 
ence. This fact means that it is actuarially infeasible to price accurately for ter- 
rorism coverage. For that reason, the United States and 22 other countries have im- 
plemented some form of public-private partnership for insuring against terrorism 
risk. 

Because an insurer under New York law cannot exclude coverage for the risk of 
terrorism from a commercial property/casualty policy, the only way for an insurer 
to moderate its terrorism risk, absent TRIA, is to decline to insure property alto- 
gether. If Congress fails to reauthorize TRIA, insurance capacity in the market 
would dry up, which would be devastating to businesses with higher levels of ter- 
rorism risk, such as commercial construction companies. 

The consequences of a constricted market for commercial property/casualty insur- 
ance would he grave. Businesses that could not find or afford sufficient coverage 
would have to self-insure against property damage and liability, and banks would 
refuse to make construction loans to builders that carried insufficient levels of prop- 
erty/casualty insurance. Rebuilding from the destruction of 9/11 and, more recently, 
from Superstorm Sandy, would grind to a halt for those without coverage. 

TRIA’s impacts are not limited to property risk alone. Because workers compensa- 
tion coverage by law cannot be capped, an insurer writing such risk without the 
kind of protection afforded by TRIA faces unquantifiable liability if a business with 
a significant number of employees were to suffer significant injuries and/or loss of 
life. In fact, the uncertainty about whether TRIA will be reauthorized already is af- 
fecting the appetite of insurers to write workers compensation insurance beyond De- 
cember 31, 2014, the date by which TRIA currently is set to expire. 

Simply put, TRIA provides a critical backstop that encourages insurance compa- 
nies to underwrite terrorism risk responsibly, and makes it possible for carriers to 
offer terrorism coverage that is relatively affordable for businesses. And unlike other 
Federal disaster assistance programs like the National Flood Insurance Program, 
Federal support under TRiA only kicks in once a certified act of terrorism has 
caused insurers, in the aggregate, to pay losses in excess of a threshold amount and 
to pay additional losses to the extent of a deductible equaling a percentage of their 
premiums written. The TRIA program then covers a percentage of losses (insurers 
cover the remainder), and only then up to a capped amount. This sophisticated 
structure is a prudent public-private solution that brings certainty to the market- 
place for a difficult-to-quantify risk. 

To help ensure that the insurance marketplace operates in an efficient and afford- 
able fashion, we urge Congress not only to reauthorize TRIA, but to make it perma- 



145 


nent. Doing so will avoid the market upheaval that occurred in the past when 
TRIA’s prior expiration dates approached, and provide the certainty that insurers 
and businesses need in this post-9/11 world. 


American Hotel & Lodging Association 
Washington, DC 20005, September 24, 2013 

Hon. Tim Johnson 
Chairman 

Senate Committee on Banking, Housing, and Urban Affairs 
Washington, DC. 

Hon. Michael Crapo 
Ranking Member 

Senate Committee on Banking, Housing, and Urban Affairs 
Washington, DC. 

Dear Chairman Johnson and Ranking Member Crapo: 

The American Hotel & Lodging Association applauds the leadership of the Senate 
Banking Committee in holding hearings to consider the Terrorism Risk Insurance 
Program Reauthorization Act of 2007 (TRIPRA). The lodging industry calls on Con- 
gress to act quickly to continue this important private/public partnership. 

AH&LA is a 100-year-old association of State and city partner lodging associa- 
tions throughout the United States with some 10,000 property members nationwide. 
We represent more than 4.9 million guest rooms and over 1.8 million employees in 
the United States. AH&LA’s membership ranges from the smallest independent 
properties to the largest convention hotels. 

Without TRIPRA, the lodging industry will face substantial difficulty in obtaining 
terrorism risk coverage which is often required for securing loans for development 
projects. The Terrorism Risk Insurance Act (TRIA) was enacted in the months fol- 
lowing the September 11, 2001 attacks and provides a Federal plan for economic 
continuity and recovery in the event of another severe terrorist attack against the 
United States. TRIPRA ensures a market exists for businesses to secure terrorist 
risk coverage often required under the terms of bank loans. Importantly, TRIPRA 
protects American teixpayers as the program mandates that “first dollar losses” be 
paid by insurers and policy holders and is only triggered in the event of a major 
event and after individual insurer loss thresholds are met. In addition, the program 
has operated virtually cost-free to the taxpayer since being enacted. 

The lodging industry has seen no evidence that the terrorism risk market is pre- 
pared to provide coverage without the private/public partnership TRIPRA provides. 
TRIPRA has allowed for terrorism coverage prices to stabilize and adequate cov- 
erage to be secured with minimal risk to taxpayers. Our members will soon begin 
to see renewal notices with exclusion clauses if TRIPRA is not renewed by Congress. 

AH&LA applauds your efforts to extend this vital program and calls on Congress 
to act quickly. 

Thank you for your consideration of our views. 


Sincerely, 


Katherine G. Luga, 

President and CEO 


Cc: Members of Senate Banking, Housing, and Urban Affairs Committee 
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U NTTED States of -\merica 


R. Bruce JosiEN 
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September 24, 2013 
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The Honorable Tim Johnson 
Chairman 

Committee on Banking. Housing, and 
Urban Affairs 
United States Senate 
Washington. DC 205 1 0 


The Honorable Mike Cnpo 
Ranking Member 

Committee on Banking. Housing, and 
Urban Affain 
United States Senate 
Washington. DC 205 lO 


Dear Chaiiman Johnson and Ranking Member Crapo: 


The U.S. Chamber of Commerce, the world's largest business federation representing the 
interests of more than three million businesses of all sizes, sectors, and regions, as well as state and 
local chambers and mdustrs’ associations, and dedicated to promoting, protecting, and defendmg 
.Amenca's free enterprise ss'stem. thanks you for holding a heanng on 'Reauthorizmg TRLA: The State 
of the Terrorism Risk Insurance Market.” 


In the months following the 9 !\ I terrorist attacks, the inabihty for insurance pohc^bolders to 
secure terrorism risk insurance contributed to a paralysis in the economy, especially in the 
construction, travel and tourism, and teal estate finance sectors. Since its initial enactment in 2002. 
TRIA has served as a vital public-private risk shahng mechanism, ensuring that private terrorism risk 
insurance coverage remains commercially available and that the U.S. economy would mote swiftly 
recover in the event of a tenotist attack. 

Catastrophic terrorism remains an uninsuiable risk because its fiequency and location cannot be 
accurately predicted, and its potential scale could be devastating. Without the backstop that TRLA 
provides, the private insurance nia^et would be unable to provide adecpiate levels of terrorism risk 
insurance. TRIA promotes long-term availability of terrorism risk insurance for catastrophic teiror 
events and has provided a standard of stability for financial markets and recovery after such an attack. 

While TRLA is currently set to expire at the end of 2014. the Chamber strongly urges Congress 
to reauthorize this program sooner rather than later. .As the Chamber's member conqianies map out 
plans for the next 1 6 months and be^xmd. the ability to secure terrorism risk insurance is crucial to 
ensuring that the American business community has the certainty that it needs to continue to move 
forward with projects and create jobs. 

The Chamber thanks you again for holding this hearing and lookts forward to working with the 
Committee to secure swift reauthorization of this important program 


Sincerely. 



R Bruce Josten 


cc: Members of the Committee on Banking. Housing, and Urban Affain 
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September 24. 2013 


The Honorable Tun Johnson 
Chainnan 

Comminee on Banking. Housing. 

and Uiban .‘kfi'airs 
United States Senate 
Washmgtoa DC 20510 


The Honorable Mike Crapo 
Ranking Member 
Committee on Bankmg. Housing, 
and Urban .Affaus 
United States Senate 
Wasiungton. DC 20510 


Dear Chairman Johnson and Ranking Member Crapo: 


We are UTitii^ to thank you for holding a hearing to address the in^rtant 
issue of extending the nation's federal terrorism risk insurance plaa as established 
by the Terrorism Risk Insurance .^ct of 2002 (TRL\) ^ its subsequent 
e.xtensions. 


For more than a decade. TRL4 has made it possible for busmesses to 
purchase die terrorism risk cov'erage they need at almost no cost to the ta.xpaser. 
TRIA helps pnsate markets proride the U.S. economy ssith the coserage it ne^. 
while protecting the taxpayer. While TRL4 was originally intend^ to be a 
tenqxitary measure - a bridge to a time when reinsurers returned to the market 
place - there have been no developments over the last 12 >’eai5 that have 
permitted the reinsurance industry to uprose their abUity to effectively quantift- 
the unique and catastrophic risks associated with terrorism. There is no evidence 
that TRL\ is crowding out private insurance plav'ers; private markets are just not 
able to provrde the necessary market capacity to sustain the U.S. economy. 

Terrorism continues to pose a threat to our nation, to .American businesses 
and to real estate. Real estate plays a dominant role in the nation's economy, and 
it is the one sector that terrorists have successfully anacked. Real estate is 
especially vulnerable due to the large inventory of buildings across the nation that 
are populated by large numbers of people on a daily basis. As ta.xpayer funds are 
used to harden government targets, mote soft targets in the private sector become 
vulnerable - d^pite the hundreds of millions of dollars spent on enhaiKed 
security measures and risk mitigation by the private sector since 9/11. Without 
adequate terrorism insvirance coverage, our economy, our jobs, and our well-being 
become more vulnerable to the desiW of the terrorists who hope to destroy our 
economic strength. Economic security is central to homeland security. It is what 
terrorists are targeting. 

As 2013 draws to a close, annual commercial insurance policies coveting 
businesses of all sizes and types are set to renew. Those policyholders with terms 
extendmg pst TRIA's December 31. 2014 sunset date are being told to expect 
conditional terrorism exclusions - raising grave concerns a6out potentrally 
devastatmg gaps in coverage. In fact, the two top headwinds we see to economic 
growth arid j^ creation concern monetaiy plicy changes - how and when 
interest rates rise - and the ability to obtain terrorism insurance - without which 
transactions of all size and product typ will be slowed or cancelled. 


8qu«>« Wmi • AOl l>»n«i«y»vania Av9., NW • Stfil9 730 • WaVMtflfle^. DC 80004 ■ Phon*. 208-030>«4IM • Pan. 302'030*044} • www >•« OfQ 
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September 24, 2013 
Page 2 


Tbe staggering economic in^ct of this market condition must not be forgotten. A Real 
Estate Roundtable study of the 14-month post-9/11, pre-TRLA period revealed that more than $15 
billion in real estate related transactions were eithtf stalled or cancelled because of a lack of 
terrorism insurance. The UTirte House Couucrl of Economic Advisors concluded that approximateh' 
300.000 jobs were lost during that period. TRIA was intended to ensure that the economy was 
strong enough to withstand a future attack. That purpose remains as inqrortant today as it was in 
November 2002. 

With the nation’s terrorism risk insurance plan set to expire in 2014. now is the time for 
Congress to address the problem and enact a long-term solution We look forward to working 
constructively with the Committee to move this measure forward. 



JemeyT). DeBoer 

President and Chief Executive OfScer 


cc; Memben of the Senate Bankmg Committee 
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Property Cosuaity insurers 
Association of America 
Advocacy. Leadership Results 



Property Casualty Insurers Association of America (PCI) 


Committee on Banking, Housing and Urban Affairs 
United States Senate 
September 25, 2013 


The Properly Casualty Insurers Association of America (PCI) commends Chaimian 
Johnson, Ranking Member Crapo and the Senate Banking, Mousing, and Urban Affairs 
Committee for holding this hearing on the Terrorism Risk Insurance Act of 2002 (TRIA). 
PCI is composed of more than 1,000 member business, home and auto insurance 
companies, representing the broadest aoss-section of any national insurance trade 
association. PCI members write more than S195 billion in direct premium, which is 39 
percent of the nation’s property-casualty insurance. 

As explained more fully in PCI’s recent comments to the President’s Working Group on 
Financial Markets (see attached), having a federal terrorism insurance plan in place 
prior to another catastrophic terrorism event is critical to protect America’s economic 
resiliency. TRIA ensures that businesses can continue to obtain terrorism coverage 
necessary to protect their economic activity and obtain ongoing financing, while being 
fiscally responsible for taxpayers by limiting any federal involvement only to catastrophic 
terrorist attacks certified as being intended to coerce the civilian population or influence 
the U.S. government. Not a penny from the terrorism risk insurance plan ultimately goes 
to insurers. Any federal shared responsibility only kicks in after insurers have exhausted 
their deductibles and exceeded high level triggers, at which point TRIA limits insurance 
liabilities and provides a backstop protection to policyholders, with a recoupment 
mechanism in place to make the government whole over time. 

There are several risks (such as war risk and more recently terrorism risk) that are not 
broadly insurable in the private market and are not naturally susceptible to spreading 
across a limited number of private parlies. Terrorism risk does not fall vrithin any of the 
traditional definitions of insurability and absent a finite limit on liability to mitigate 
aggregate risk exposures, private investors and insurers cannot responsibly commit 
capital beyond a limited specialty niche. The current terrorism risk insurance plan 
alrearfy requires insurer liability for terrorism far beyond the private sector appetite, with 
most insurers trying to manage their probable maximum loss exposures far below the 
caps that TRIA provides. The tennination of TRIA or increases in insurers’ obligations 
under the program (through the deductibles, co-shares, triggers and caps) could have 
devastating effects on the market as the increased risk could cause private capital to 
recede and credit rating agencies and insurance regulators would further pressure 
carriers to reduce their underwriting exposure to maintain solvency. Indeed, the 
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insurance broker AON has said they expect ‘a withdrawal of insurance capacity for 
terrorism and a reversion to a post-9/1 1 environment," should TRIA be allowed to 
lapse,’ This could have the undesired effect of reducing the availability of commercial 
coverages, which would run counter to one of the key purposes of the TRIA program as 
set forth in the statute; 'To protect consumers by addressing market disruption and 
ensure the continued widespread availability and affordability of property and casualty 
insurance for terrorism risk." 

TRIA is especially important to the workers compensation market due to the mandatory 
nature of the coverage. Workers compensation insurers cannot exclude terrorism. So 
without TRIA. some workers compensation insurers would likely face rating agency 
pressures, which could effectively force them to reduce their exposures. If fewer 
commercial insurers are in the market, this could put added pressure on states, all of 
which provide either a residual market mechanism or a state fund as a market of last 
resort State taxpayers could become responsible for state fund liabilities, and because 
any remaining insurer participants in a state are assessed to capitalize state residual 
market mechanisms, this may also leave them with no choice but to reduce exposures 
further. 

One of TRIA's best attributes is that it keeps commercial insurers participating in the 
terrorism insurance market, thus protecting taxpayers from most terrorism losses. 
Commercial insurers pay losses through their annual TRIA deductibles and then 
additional co-pays even if federal payments are made. Over the past twelve years, the 
commercial industry’s participation in writing terrorism risks has gradually increased 
under TRIA. While there is a limit to the capital the commercial market can commit to 
underwriting terrorism risk, the Congress wisely designed the program to keep the 
maximum amount of private capital at work in the market, reserving a government role 
only for catastrophic events that commercial insurers simply cannot handle alone. 

In addition, when federal payments are made, taxpayers are protected by a mechanism 
that allows federal payments to be recouped from the insurance marketplace. And this 
recoupment is mandatory for all but the largest of losses. 

Taken together, these two features make TRIA an extraordinarily fiscally responsible 
program. 

TRIA currently provides an economic and national security tenorism resiliency plan that 
has been extremely successful in protecting the United States. It has cost taxpayers 
nothing in loss payments and negligible administrative costs while improving the 
availability of private capital and terrorism insurance in the marketplace to keep our 
economy moving forward. 

PCI. its members and their policyholders strongly support the current terrorism risk 
management plan and encourage your consideration of a long-term reauthorization to 
provide stability and certainty in the marketplace. Although Treasury has not certified a 


' Reinsurance Market Outlook, AON Benfield. Septenil3er2013, p. 28. 
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terrorist event since TRIA’s inception, having a terrorism protection plan in place before 
the next event occurs continues to be essential for all businesses, small and large, to 
manage their risk and obtain financing for ongoing economic activity. The federal 
government has greatly expanded its efforts to interdict terrorist attacks and protect 
national security but TRIA is an essential plan to mitigate loss liabilities and stabilize the 
markets if a catastrophic event occurs. Since a key objective behind terrorist attacks is 
to destroy or damage the U.S. political and economic systems, including critical 
infrastructure, the federal government must remain an integral part of any 
comprehensive teaorism risk management strategy in order to protect national security 
and the country’s financial well-being. 

We look forward to working with the Committee to help satisfy all members of the 
Congress that the program will continue to function as a fiscally responsible and 
effective national terrorism risk management plan that ntaximizes private sector 
partcipation and protects taxpayers. 
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September 24. 2013 


The Honorable Tim Johnson 
Chaimian 

Senate Committee on Banking, Housing and Urban Affairs 
Washington, D.C. 20510 

The Honorable Mike Crapo 
Ranking Member 

Senate Committee on Banking. Housing and Urban Affairs 
Washington, D.C. 20510 

Dear Chairman Johnson and Ranking Member Crapo: 

On behalf of the National Multi Housing Council (NMHC) and the National Apartment 
Association (NAA) we applaud your leadership in holding this hearing on 'Reauthorizing TRIA: 
the State of the Terrorism Risk Insurance Marirel.' With the current program set to expire next 
year, we are encouraged by the Committee's efforts to evaluate the effectiveness of the 
program as well as efforts to reauthorize the Act. 

NMHC/NAA represent the nation’s leading fimis participating in the multifamily rental housing 
industry. Our combined memberships engage in all aspects of the apartment industry, including 
ownership, development, management and finance. NMHC represents the principal officers of 
the apartment industry's largest and most prominent fimrs. NAA is a federation of 170 state and 
local apartnient associations comprised of approximately 60,000 multifamily housing companies 
representing more than 6.6 million apartment homes throughout the United States and Canada. 

The Terrorism Risk Insurance Act (TRIA) and subsequent extensions of the program have been 
the mechanism that provides ready access to affordable temorism coverage for apartment 
property owners, developers and managers across the country. The federal government's 
involvement has been the key factor to ensuring availability of insurance for terrorist events. 
Terrorism risk does not resemble any other commercial ri^. Unlike natural disasters in which 
insurers have had significant experiences and data to project the risk of damage, terrorism is 
unpredictable. The impact can be enormous, and insurance modeling for such risks is still not 
reliable, thus underscoring the importance of continued federal involvement 

The NMHC conducts an annual survey to capture insurance costs, limits, deductibles, etc. for 
apartment properties. Data is generally collected from approximately 60-70 member companies 
r^resenting over one million apartment units nationwide. Overall, take up rates for the 
apartment sector have always been one of the highest reported among commercial property 
t^s. The 201 1 results report 85% of apartment firms surveyed purchased terrorism coverage 
as part of their property program. This is not insignificant and demonstrates that certainty in 

1050 M Sh*ft, NW, 5yK« 540 • Wothtn^ron, DC 70035 • 207 774.3300 • FAX 707.775.0112 • wvwnnkor^ • Mo47unkc«t9 
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costs and coverage limits are critical components in a multifamily property owner's continued 
ability to offer safe and affordable housing 

As you consider the proposals before you today we ask that you work expeditiously. If TRIA is 
allowed to lapse, businesses will once again be unable to secure coverage for catastrophic 
terrorism. The short temi interaiptions that result with looming expiration dates are harmful to 
the overall health of the economy. 

We believe the federal government should continue in its role to ensure that terrorism risk 
insurance is available and affordable for all American businesses while continuing to explore 
options for a future private market solution. We urge you to reauthorize the TRIA beyond its 
2014 expiration and we look forward to working with you. 


Thank you. 

Sincerely, 

Douglas M. Bibby 
President 

Natnnal Uulb Housing Council 



Douglas S. Culkin, CAE 
President 

National Apartment Association 
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National Conference »/ State Legislatures 


Tht h'trum ftr Amtritii'i IJmi 


RESOLUTION IN SUPPORT OF THE FURTHER EXTENSION OF THE 
TERRORISM RISK INSURANCE ACT OF 2002 


NCSL STANDING COMMIHEE ON COMMUNICATIONS, 
FINANCIAL SERVICES & INTERSTATE COMMERCE 

WHEREAS, the United States continues to be engaged in an ongoing war 
against terrorism and the threats of future attacks inside the country remains; and 

WHEREAS, future attacks could include the use of unconventional (nuclear, 
biological, chemical or radiological) weapons that could result in a large number 
of casualties or could involve attacks such as cyber-terrorism that would impact 
businesses and critical infrastructure across the nation; and 

WHEREAS, the Terrorism Risk Insurance Program, created through the 
enactment of the Terrorism Risk Insurance Act (TRIA) of 2002 and extended in 
2005 and 2007, has allowed for a viable and stable terrorism risk insurance 
market; and 

WHEREAS, absent extension by Congress, the Terrorism Risk Insurance Act of 
2002 will expire on December 31, 2014; and 

WHEREAS, failure by Congress to extend TRIA would likely result in the inability 
of insurers to offer widespread coverage for future catastrophes resulting from 
terrorism or would likely create capacity concerns where terrorism coverage must 
be provided; and 

WHEREAS, without adequate terrorism insurance coverage, banks may be 
unwilling to extend loans for commercial transactions, such as nrortgages, 
construction projects and other capital-intensive initiatives; and 

WHEREAS, the lack of private terrorism insurance to cover losses from future 
terrorist attacks may require the federal government to cover such losses; and 

WHEREAS, without the shared public-private responsibility program established 
by the Terrorism Risk Insurance Act of 2002, a limited availability of insurance 
against terrorism would have a severe adverse effect on our country's economy 
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as financiers might be reluctant to lend, businesses might be reluctant to invest, 
and commercial consumers might be unable to afford insurance; and 

WHEREAS, the Terrorism Risk Insurance Program is an essential component of 
effective national economic recovery follovring a catastrophic terrorist attack in 
the United States; and 

WHEREAS, NCSL supported the enactment of the Terrorism Risk Insurance Act 
of 2002 and subsequent extensions in 2005 and 2007; 

NOW, THEREFORE. BE IT RESOLVED, that NCSL supports a long-term 
extension of the Terrorism Risk Insurance Act of 2002; and 

NOW, THEREFORE, BE IT FURTHER RESOLVED. NCSL urges Congress and 
the Administration to take action as soon as possible to extend the Terrorism 
Risk Insurance Act of 2002. 


Adopted at NCSL General Business Meeting, August 20 13. 
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NATIONAL CONFERENCE OF INSURANCE LEGISLATORS 

Resolution in Support of the Further Extension of the 
Terrorism Risk Insurance Act of 2002 


Adopted by the NCOIL Executive Comnittee on July ]4. 2013, and State-Federal Relations 
Committee on July 1 1 , 2013. Sponsored by Rep. Michael Stinziano, OH 


WHEREAS, the United States continues to be engaged in an ongoing war against terrorism 
and the threats of future attacks inside the country remains: and 

WHEREAS, future attacks could include the use of unconventional (nuclear, biological, 
chemical or radiological) weapons that could result in a large number of casualties or could 
invoKre attacks such as cyber-terrorism that would impact businesses and critical 
infrastrxrcture across the nation: and 

WHEREAS, the Terrorism Risk Insurance Program, created through the enactment of the 
Terrorism Risk Insurance Act (TRIA) of 2002 rind extended In 2005 and 2007, has allowed 
for a viable and stable terrorism risk insurance market: and 

WHEREAS, absent extension by Congress, the Terrorism Risk Insurance Act of 2002 will 
expire on December 31. 2014: and 

WHEREAS, failure by Congress to extend TRIA would IBrely result in the inabBity of insurers 
to offer widespread coverage for future catastrophes resulting from terrorism or would Skely 
create capacity corrcems where terrorism coverage must be provided: and 

WHEREAS, without adequate terrorism insurance coverage, banks may be unwiDing to 
extend loans for commercial transactions, such as mortgages, construction projects and 
other capital-intensive initiatives: and 

WHEREAS, the lack of private terrorism insurarrce to cover losses from future terrorist 
attacks may require the federal government to cover such losses: and 

WHEREAS, without the shared public-private responsibility program established by the 
Terrorism Risk Insurance Act of 2002. a limited availabBity of insurance against terrorism 
would have a severe adverse effect on our country's econorrty as financiers might be 
reluctant to lend, businesses might be reluctant to invest, and commerdal consumers might 
be unable to afford insurance: and 

WHEREAS, the Terrorism Risk Insurance Program is an essential component of effective 
national economic recover following a catastrophic terrorist attack in the United States: and 

WHEREAS. NCOIL supported the enactment of the Terrorism Risk Insurance Act of 2002 
and subsequent extensions in 2005 and 2007 ; 

NOW. THEREFORE, BE IT RESOLVED, that NCOIL supports a long-term extension of the 
Terrorism Risk Insurance Program: and 

NOW, THEREFORE, BE IT FURTHER RESOLVED, that NCOIL urges Congress and the 
Administration to take action as soon as possible to extend that Program. 


Natonal CorTererce of Insuranco Lopsbtors (NCOlU 
KrvcociOsir Oocvrccnr&oic 
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NATIONAL ASSOCIATION OF MUTUAL INSURANCE COMPANIES 


Statement 

of 

National Association of Mutual Insurance Companies 
to the 

United States Senate 

Committee on Banking, Housing, and Urban Affairs 
Hearing on 

Reautliorizing TRIA: The State of tlie Terrorism Risk Insurance Market 
September 25, 2013 


158 


Comments of the National Association of Mutual I nstrance Companies Page 2 

Reauthonzing TRIA 
September 25, 2013 


Introduction 

The National Association of Mutual Insurance Companies (NAMIC) is pleased to 
provide testinxiny on the Terrorism Risk Insurance Act (TRIA) and Hs vital role in 
helping protect our country and our economy as we continue to consider how to best 
handle the ever-present threat of terrorism. 

NAMIC is the largest and most diverse property/casualty trade association in the 
country, with 1,400 regional and local mutual insurance member companies on main 
streets aaoss America joining many of the country's largest national insurers who also 
call NAMIC their home. Member companies serve more than 135 million auto, home 
and business policyholders, writing in excess of $196 billion in annual premiums that 
account for 50 percent of the automobile/ homeowners market and 31 percent of the 
business insurance market. More than 200,000 people are employed by NAMIC 
member companies. 

Since the events of September 11. 2001 , the federal government has developed a 
robust and sophisticated counter-terrorism apparatus that has thus far succeeded in 
preventing large-scale terrorist attacks on the U.S. homeland. That said, the threat of 
terrorism is continuing to evolve amid a changing, unstable and dangerous international 
environment. Attacks such as the Boston Marathon bombings were a stark and painful 
reminder that the United States must remain vigilant. However unfortunate, it will likely 
never simply be about prevention - response and recovery are also integral pieces of 
national security apparatus. It is vital that we protect the U.S. economy from financial 
devastation and help get it back on its feet after an attack. 

It is our firm belief that in the absence of a risk-sharing mechanism between the private 
and public sectors, no self-sustaining private market for terrorism risk coverage is likely 
to develop. However, the demonstrated success of the program has aeated the 
certainty needed for the commercial insurance industry to effectively operate and more 
importantly policyholders can purchase coverage that would otherwise be unavailable. 
Now, all but the largest terrorist attacks are completely borne by the private sector. 

Some have characterized the program as another example of corporate welfare. A 
close examination of the facts reveals this characterization is not only false, but belies 
the very nature of the program. Indeed, the existence of TRIA allows a viable private 
market to function - rather than providing government assistance to commercial 
insurers. 

It is important to remember that the response of the federal government to a large-scale 
terrorist attack - particularly in the absence of the risk-sharing mechanism - will not be 
inaction. The current TRIA program altows the insurance industry to completely cover 
losses for the far more likely smaller-scale attacks. This results in fewer uninsured 
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Comments of ttie National Assodation of Mutual Insurance Companies Page 3 

Reauttxxiang TRIA 
September 25, 2013 

losses meaning less government compensation after an attack. Without the program 
there will be more - not less - exposure to the taxpayers as the government will be 
under extreme pressure to pay for all or most of the losses. And TRIA does all this at 
no cost in the absence of an attack (except for negligible annual administrative costs) 
and with a built-in mechanism to recover every single penny the government pays out if 
there is a terrorist attack. 

Therefore, we believe it is vitally important to our nation’s finances, security, and 
economic strength that we maintain a long-temi risk-sharing mechanism for terrorism 
insurance. 

The TRIA Program - History and Structure 

Before the events of 9/1 1 , the abstract possibility of a major terrorist attack on the U.S. 
was known, but largely dismissed by most people. At the time, terrorism was typically 
included in “all-risk" policies because the risk was deemed so small as to be 
incalculable. In one morning, the 9/1 1 attacks caused roughly S40 billion in insured 
losses. 

Soon after the events, reinsurers and then insurers moved to exclude terrorism 
coverage from their new and renewing policies as this was a poorly understood risk that 
could potentially produce unimaginable tosses. Consequently, the ability of commercial 
policyholders to purchase adequate coverage at affordable prices was severely 
constrained. As a result, many were forced to go without coverage or only partly insure 
their assets. In states which prohibited earners from excluding coverage for terrorism 
and with reinsurance companies universally excluding terrorist acts in properly/casualty 
treaties, most carriers’ only alternative was to offer less coverage or not write the 
business at all. 

The lack of adequate insurance capacity and significant increases in pricing of 
commercial multi-peril business resulted in the postponement of many construction 
projects. It was estimated at the time to have delayed or cancelled S15.5’ billion in real 
estate transactions and cost 300,000 construction workers their jobs.’ Given the 
economic uncertainty that was created and the insurance industry’s serious concern 
about property managing this risk, Congress passed and President George W. Bush 
signed into law the Terrorism Risk Insurance Act of 2002. It was quickly realized that 
without the program American businesses would be hard pressed to find or afford the 
coverage they needed and so TRIA was extended for two years in 2005 and again in 
2007 for seven years. 

Essentially, TRIA placed a ceiling on individual company terrorism tosses, which 
pemiitted them to quantify their terrorism exposure and make the coverage available.. 


' KtilE'.attKoimdQble. ~Sim'(}’Coc£nicEcoootmcToUofTem>iuuIir:imic«Gip: Ova $10 BiUioo of Kill 
Esate Project; Affected Aao;s US.,** September 4, 2002. 

^ Precident Geoc^ W. Bu:h. ’ Preudent llutente; Keed foi Terron;m Imurance Agreeimct.'' October 3, 2002. 
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Reauthorizing TRIA 
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The program was purposefully designed to force insurers back into a market, with the 
benefit of kno'wing their exposure. 

Specifically, the program is a federal backstop for commercial property/casualty 
insurance that acts as reinsurance in the event of a certified terrorist event. A private 
insurance company pays for losses up to 20 percent of the prior year's direct earned 
premium on all lines of business covered in the TRIA program, which for the largest 
companies is several billion dollars, and then a 15 percent co-pay up to a program cap 
of S100 billion. After $100 billion, neither the government nor the company is required 
to pay for excess losses. 

There are several other key elements to the program: 

• Program Trigger - A terrorist event must hit a certain ‘trigger level' in order 
for there to be any Federal involvement. The trigger is currently set at $100 
million. 

• Mandatory Offer - The current program requires all insurers selling covered 
lines to offer terrorism coverage, compelling many insurers that had 
previously exited that market to return and dramatically reducing the amount 
of potentially uninsured losses in the event of an attack. Insurers are required 
to offer coverage for acts of terrorism on the same terms and conditions as 
other coverages, although this does not include coverage for nuclear, 
biological, chemical and radiological (NBCR) attacks. Currently policyholders 
are not required to purchase the offered coverage and in the last few years 
take-up rates have plateaued in the 60 percent to 65 percent ranges. 

• Recoupment - Cumently, taxpayers are completely protected under TRIA - 
the federal government has the ability to recoup any money that is spent 
through the program. By law the federal government must recoup the 
difference between insurers' total costs and the industry aggregate retention 
of $27.5 billion (assuming the total cost of the event with government 
payments is $27.5 billion or higher) over time through surcharges on every 
policy covered by TRIA. Since 2007, the government must actually recoup 

1 33 percent of this mandatory recoupment. In the event the insurers' total 
costs exceed $27.5 billion then the government can still recoup whatever 
money rt pays out, but this is at the discretion of the Treasury Secretary. 

In this way, the federal government can be thought of as a post-funded 
reinsurer for the catastrophic tail coverage of terrorism risks. This coverage is 
valuable, but not priced explicitly nor paid for upfront - it is paid for in the 
event it is used and in effect, pricing is determined after any event. It is 
common for risks that are more difficult to quantify and where there is great 
uncertainty as to the range of possible outcomes for benefits and policy limits 
to be detemiined up front and premiums after the policy period based on 
actual experience (nuclear power plant disasters are one example). 
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It is the structure of the current TRIA program that has created space for a private 
market to operate under the umbrella of federal partidpation. The private sector 
involvement reduces the unaddressed needs of victims which in turn reduces the 
necessity of government intervention - thus taxpayer exposure - post attack. 
Importantly, ^at TRIA does is define the government's role in advance of a 
catastrophe rather than relying on ad-hoc authorizations after the fact, thus allowing all 
parties to efficiently plan. 

Why is the Program Necessary? 

Managing terrorism risk defies the nomial underwriting practices of insurers. Terrorism 
involves strategic human behavior and represents a dynamic threat that is intentional, 
responsive to countermeasures, and purposefully unpredictable. Immediately follo'wing 
9/11, there was hope that, given time, more accurate modeling could be developed and 
utilized to help insurers manage the terror risk. And indeed, much has been done to 
develop tools to manage aggregate loss exposures that are based on a predetermined 
event of a certain magnitude in a given area. 

That said, the underwriting challenges that remain are numerous and profound: 

• Identical to Acts of War - Acts of war have always been considered 
uninsurable events with either an implicit or explicit expectation that financial 
responsibility resided with the governments involved. War-related damage 
has never been covered by insurers and no one has suggested that 
something must be done to maximize private sector capital to be used to 
provide such coverage. Simply because stateless, transnational groups are 
perpetrating these acts of terror does not categorically change them. 

• Absence of Meaningful Actuarial Data - The data that insurers normally 
rely on when considering whether coverage can be offered and. if so. at what 
price, either does not exist or is not available. In the case of natural 
catastrophe risk, a company can rely on decades of relevant event data that 
can be plugged into mathematical models to quantify risk - there is no 
comparable historical record on which to draw for large-scale tenorist events. 
Further, much of the relevant data that might be used by an insurance 
company is appropriately kept secret by the federal government for national 
security reasons. Without access to this type of information insurers cannot 
meaningfully calculate the likelihood, nature, or extent of a potential event, 
making pricing and reserving virtually impossible. Although in theory access 
to classified information might paint a more accurate picture of the threat 
matrix facing targets in the U.S., insurers should not - and are not asking to - 
be given state secrets in order to write terrorism coverage. 


162 


Comments of tlie National Association of Mutual I nsurance Companies Page 6 

Reauthonzing TRIA 
September 25, 2013 

• Intentional Acts - A related point is that terrorist acts are caused deliberately 
and do not occur randomly. Because of this, there is no way to determine the 
probability that a particular property or asset will experience a terrorism- 
related loss. Part of the difficulty in assessing terrorism risk stems from the 
fact that, because of response measures taken in the wake of an attack, the 
next event is unlikely to follow a similar pattern. Unlike criminal acts such as 
robbery where the goals are predictably targeted, the goal of maximizing 
death and destruction can be accomplished in countless ways, anywhere, 
and at any time. Terrorism is not comparable to a random event - a 
hurricane cannot study wind-damage mitigation efforts and then think up new 
ways to get around them. The only tmly effective mitigation tools - if there 
are any - reside within the government's national security apparatus, and as 
noted above, these are understandably kept secret. 

• Risk Concentration - Terrorism risk is highly concentrated and incredibly 
difficult to effectively pool across geographical locations and policyholder 
type, particularty in an age of mass-casualty terror. Acts of terrorism on the 
scale of 9/1 1 are what are known as a ‘clash events' meaning they cause 
significant losses across multiple lines of insurance. These types of events 
directly threaten the solvency of both insurers and reinsurers and are not 
typically covered risks. In a fully free market, it would likely be the case that 
highly concentrated urban areas in particular would find it difficult to find or 
afford coverage for terrorism. 

• Interdependencies - At the very highest level, the nation's foreign policy 
decisions and the effectiveness of its homeland defense have a direct impact 
on the likelihood and success of an attack. At the policyholder level, the 
vulnerability of one organization is not simply dependent on its own security 
decisions, but also on the decisbns of other organizations and agents beyond 
its control. 

In the end, it is more accurate to think of the TRIA program’s purpose not as providing 
reinsurance for losses resulting from ‘acts of terronsm,' but as protection against from 
losses that result from a failure in the government's systems for detecting and 
preventing acts of terrorism. With respect to natural catastrophe risk, it would be absurd 
to assign to a government agency the task of preventing hurricanes, tornadoes, and 
earthquakes. But it makes perfect sense for citizens to expect their government to 
prevent attacks by America's enemies, and that is precisely what Americans have come 
to expect from their government in the aftemiath of 9/1 1 . It is now widely recognized 
that one of the federal government's fundamental duties is to prevent terrorist attacks 
through the use of effective counter-terrorism measures. Only if the government does 
not fulfill rts responsibility to protect Americans from terrorist attacks will Americans incur 
terrorism losses. “Terrorism risk' in 2013 and beyond is better understood as the risk of 
government counter-terrorism failure. 
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Accordingly, while the private insurance indus^ is willing to assume a substantial 
portion of this risk within the limits of its capability, the ultimate responsibility for 
managing the risk of government counter-terrorism failure does and should rest with the 
federal government itself. 

What Would Happen if TRIA Expired or Was Materially Changed? 

Temiination of the program threatens the space in which a viable private market for 
terrorism insurance has grown. In considering what is likely to happen if the Terrorism 
Risk Insurance Program is terminated on December 31, 2014, the immediate aftermath 
of 9/1 1 in commercial property/casualty markets for terrorism coverage as described 
above is instructive. 

Most insurers would likely not offer terrorism coverage in the absence of a federal risk- 
sharing mechanism like TRIA. To offer coverage for a risk that could result in a 9/1 1- 
size loss is a "bet the company' risk for insurers and they understandably withdrew from 
this segment of the market following 9/1 1 . It was only with a program in place that put 
some structure around an ill-defined catastrophic risk that allowed insurers to 
participate. By providing more definitive loss parameters, TRIA has facilitated the 
participation of the private sector at current levels. We cannot hastily conclude that 
because the private sector can handle a portion of the risk, it could figure out a way to 
handle all of it. 

Assuming that allowing the program to expire or drastically changing the federal 
government's role will simply result in private market innovation that has heretofore 
failed to materialize is unwise. State insurance regulators indicate that they have not 
seen evidence suggesting that the insurance marketplace is capable or willing to 
voluntarily take on a substantial portion of the risk of providing coverage for acts of 
terrorism in the absence of the program. 

If TRIA is allowed to expire, it would create a particular disojption to worker’s 
compensation system. Without a federal backstop, workers' compensation insurers will 
bear the entire financial burden of losses due to a terrorist attack. Reinsurers have 
shown an unwillingness to accept this potentially devastating risk or to offer affordable 
limits to protect the solvency of the workers' compensation insurers. 

The workers' compensation benefit delivery system operates very differently from other 
property casualty insurance and should be given special attention in the debate to 
extend the program. Workers' compensation insurers are not allowed to exclude losses 
due to terrorism. The expiration of TRIA could result in disaster for workers’ 
compensation insurers, and the businesses they serve, should a catastrophic terrorist 
event, occur. A migration of business currently being offered by private workers' 
compensation carriers to public state funds, residual markets and guaranty funds for 
large segments of metropolitan areas would be expected. These public options for 
workers' compensation are not designed to handle a catastrophic terrorist event. Injured 
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woriters and their families would face potential disruption in benefits. If the workers' 
compensation system fails, taxpayers could still be responsible for compensating 
victims - the very scenario that some policymakers want to avoid by letting TRIA expire. 
There would be delays in payment and hardship for those injured because of the lack of 
an efficient compensation system. These disruptions can be averted. Extending TRIA 
is more than a federal backstop for insurers - it is a social and economic imperative. 

The effects of a termination of the TRIA p^ram extend beyond the properfy/casualty 
insurance industry. As we saw. commercial development can grind to a halt in the 
absence of terrorism coverage if the financial institutions financing projects require the 
coverage as a condition of their loans. In fact, many outstanding loans that require 
developers to maintain coverage would be thrown into technical default if the program 
were temiinated and insurers had made arrangements to exclude or limit coverage in 
the absence of TRIA. The impact on the broader economy was one of the key reasons 
that the program was first put into place and why it has continued to be reauthorized 
and nothing has fundamentally altered this dynamic. 

A more pedestrian point involves the fact that private insurance companies, including 
mutual companies, are return-seeking operations. Therefore, if they believe there is an 
opportunity to earn an economic return and it is possible to do so in accordance with an 
overall successful business model, then they will. In other words, if there was money to 
be made in insuring against terrorism risk, coverage would be offered without 
government intervention. To that point, the companies would be arguing for less— not 
more — government intervention to increase that earning potential. The fact that they 
are uniformly not doing so and in fact suggesting that without the TRIA program private 
coverage virould not expand and instead retract, is telling. 

In seeking to accomplish the goal of increasing private sector participation in the 
terrorism insurance market, it is important to recognize that the entire marketplace as it 
stands today has grown up in the presence of the TRIA program. Insurance industry 
capital remains insufficient to absorb the cost of a large-scale terrorist attack on its own 
- simply put, the insurance industry's capacity is dwarfed for most modeled long-tail, 
high severity, catastrophic terrorism events. That capacity cannot be exposed beyond a 
reasonable level without failing in its primary purpose - supporting the economy by 
protecting against non-terrorism related losses and events. In the event of a major 
attack, substantially depleted reserves and surpluses, and insolvencies could mean that 
policyholders of non-covered lines could go unprotected. A company that engages in 
business that endangers the ability to pay on existing or future policies is violating its 
duties to existing policyholders. 

Moreover, even if the overall industry capacity was significantly greater, serious concern 
about terrorism risk would remain for individual insurance companies. For a 
catastrophic event, the losses are not likely to be spread evenly among a large number 
of insurers. Thus terrorism risk is a situation in which no firm will be the "average" 
company. Insurance companies may either suffer no losses or else they could suffer 
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losses sufficient to threaten their very existence. This dynamic lends itself to very strict 
underwriting and would severely constrain the private market in the absence of TRIA. 

NAMIC would also caution policymakers not to assume that they can increase private 
sector partidpation by fiat. Increasing the nominal amount of private sector involvement 
in the current TRIA stmcture does not immediately translate into an increase in private 
sector capital in the marketplace. In fact, altering trigger levels or individual company 
retentions may cause market partidpants - particularly small and medium-sized 
companies - to exit, thereby redudng total private capital. An effective public-private 
partnership also depends on partidpation by insurers of all sizes and structures. 

It is not at all clear that eliminating or scaling-back the TRIA program would lead to 
more involvement in the market by private insurers. In fact the opposite is likely true. 

Improving the Program 

The current TRIA program has worked very well. In large part this is because it has 
provided some certainty and predictability to a difficult risk. That said, NAMIC has 
suggestions to help improve the operatbn of TRIA in the event of an attack. 

• Streamlining Functionality of Program - The TRIA program is capped at 
S100 billion dollars, a level above which neither the insurance companies nor 
the federal government is responsible for further payment. What is not clear 
is how proration would work for either the insurers or the policyholders. 

Which companies get to stop paying when, and which policyholders have to 
take how many cents on the dollar remains unclear. Providing dear guidance 
on how an event of this magnitude would work would provide more certainty 
for market participants. 

• Certification of Terrorist Event - Although the Boston Marathon bombing 
did not come close to losses that would have hit the SI 00 million trigger, the 
debate surrounding certifying the event as a terrorist attack, which ultimately 
led to no certification, has led to significant concern in the industry. Insurance 
contracts are written and priced with specific temis and exclusions in mind 
and to the extent that a Treasury certification can become an uncertain 
political process that impacts a company’s claims, it sets a bad precedent. To 
continue to encourage insurers to write covered TRIA lines - or to write any 
lines in markets perceived to have a higher terrorism risk - strengthening the 
predictability of the certification process, including imposing a deadline for 
certification, should be a part of the reauthorization process. 

Conclusion 

Since the passage of TRIA in 2002, the U.S. has been fortunate not to have suffered 
another event like 9/11. Therefore the program has not demonstrated its ability to help 
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the nation recover in the aftermath of such a disaster. What we can and have seen is 
the market that has fomied in the space created by the program, alnwst certainly 
drawing in more private capital than had the program been structured differently. TRIA 
was able to accomplish this without paying out a dime to the private sector and without 
creating a new fund or revenue stream or bureaucratic structure, all while creating a 
system that will reduce taxpayer exposure in the event of a massive terrorist attack. 

In the end, the purpose of the program is not to protect insurers, but to make sure that 
the economy can recover in as orderiy a fashion as possible from a terrorist event. In 
order to encourage private sector involvement in the terrorism insurance marketplace - 
and thereby protect and promote our nation's finances, security, and economic strength 
- we must maintain a long-term private/public partnership for terrorism risk insurance. 
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Stptember 2S. 2013 

The Hoaoiable Midiael Crapo 
Ranking Member 

U.S. S^te ConuniRee on Banking, 
Housing, and Urban Afiaiis 

RE: Terrorism Risk Insurance Act 


The Honorable Timlohnson 
Chairman 

U.S. Senate CommiRee on Banking. 
Housing, and Uiban Affairs 


Dear Chairman Jcdinson and Ranking Member Ciapo: 

Thank you for holding this hearing to e.xanuoe issues regarding die Tenoiism Risk Insurance Act (TRIA). On 
behalf of the National Association Insurance ComimssioDers (NAIQ', ive nnte today to express our support for 
TRIA reauthorization and to urge prompt Congressional action to renew this important partnership between the 
pniate insurance market and the federal government. 

As yoa gather information and consider reauthonzng TRIA. we would like to submit for the record our resolution 
in support of TRIA reauthonzabon and our comment leRer to the President's Working Group on Financial 
Madcets. 


We look forward to workmg with jxni as you conhnue to discuss TRIA reauthorization and would OKOurage all 
Members of Congress to discuss the program with your state's insurance commissioner. Should you have any 
questions or wish to discuss our comments or any ote maner relating to the NAIC's views on this issue, please 
do not hesitate to contact Brooke Stringer. Finarxrial Policy and Legislativv Advisor, at (202) 471-3974 

Sincerely, 


James J. Donelon 
KAIC President 

Louisuma Insurance Commissioner 
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Adam Hamm 

NAIC President-Beet 

North Ehkota Insurance Commissioner 



Monica J. Lindeen 
NAIC Vice President 

Montana Commissioner of Secunties & Insurance 




Michael F. Consedine 
NAIC S«aelai)'-Treasurer 
Penns>ivania Insurance Commissioner 
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cc; The Honorable Jon Tester, U.S. Senate 
The Honorable Mike Johanns. U.S. Senate 
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yartonal Association of Insurance Commis^ionei s (NAIC) 
Resolution to Support Reauthoiization of the Tm oiisin Risk Insurance Act 

Adopted Aufiu 26, 201S 

RISOLITION 


WHEREAS, the Terrorism Risk Insurance Act of 2002 (TRIA) was adopted and subsequently 
reauthorized twice by Congress to provide a federal shared loss program for incurred losses resulting 
horn certain acts of terrorism in order to protect .American businesses by minimizing market disruptions 
and ensuring the widespread availability' and affordability of property and casualty insurance for 
terrorism risks; 

M'HERE.AS, state insurance regulators have supported TRLA since its inception and its subsequent 
reauthorizations m 2005 and 2007; and 

M'HERE.AS. the presence of the federal bacbtop has provided a measure of security to the insurance 
industry and has enabled insuren to e.vtend offers of coverage for acts of terrorism following the tragic 
events of September 11*; and 

WHERE.AS. to date, state insurance regulators have not seen evidence suggesting that the insurance 
marketplace is capable or willing to voluntarily take on a substantial portion of the risk of providing 
coverage for acts of terrorism; and 

WHERE.AS. the evidence state insurance regubtors have seen suggests that unknown frequency, 
coupled with the potential for substantial severity of a loss makes coverage for acts of terrorism one that 
insurers would likely choose to avoid if given the opportunity. 

.N'OW, THEREFORE BE K RESOLMD TEAT: 

State insurance regulators support the reauthorization of TRLA to help ensure market stabihty through 
the availability of terrorism coverage and urge prompt Cor^ressional action prior to the program's 
expiration at the end of 2014 in order to minimize disruptions to the commercial insurance markets. 
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September 16. 2013 

Michael T. McRaith 
Director, Federal Insurance Office 
Room 1319 MI 

U.S. Department of the Treasury 
1 500 Pennsylvania Avenue. MW 
Washington. D.C. 20220 

RE: President’s Working Group on Financial ^brkets: Terrorism Risk Insurance .Analj-sis 
Dear Director McRaitk 

We uTite on behalf of the National Association of Insurance Commissioners (NAIC) to ofier comments 
regarding the President's Working Group on Financial Markets' analysis of terrorism risk insurance. 
Founded in 1871, the NAIC is the U.S. standard-setting and regulatory support organization created and 
gosemed by the chief insurance regulators from the 50 states, the District of Columbia and the five U.S. 
territories. Through the NAIC. state insurance regulators establish standards and best practices, conduct 
peer reviews, and coordinate their regulatory oversight. NAIC members, together uith the central 
resources of the NAIC. form the national system of state-based insurance regulation in the U.S. 

State insurance regulators ha\e supported the Tenonsm Risk Insurance Act (TRIA) since its inception 
and its subsequent reauthorizations, and the NAIC recently adopted a resolution reiterating its strong 
siqiport for continuation of the program. We belieie that the presence of a federal partnership with the 
private insurance markets has provided a measure of security to the insurance industry by minimizing 
market disruptions and ensuring the widespread availability and affordability of property and casualty 
msurance for terrorism risks. The availability of this coverage provides stability' 'o commercial 
policyholders, lenrlets, buiUers. and the businesses that operate in urban centers and other areas prone to 
a terrorist attack. This public-private partnership ensures that insurers bear primary financial 
responsibrlity for losses from terrorism and must make the coverage available, while effectively capping 
the magnitude of losses and recouping federal funds if they ate expended. 

State msurance regulators have not seen evidence to suggest that the msurance marketplace is capable or 
willing to vohintarily take on a substantial portion of the risk of providing terrorism risk coverage. The 
difficulty in accurately determining the frequency, seventy, and loss costs for acts of terrorism makes 
coverage for acts of terrorism one that msurers would likely choose to avoid if given the opportunity. If 
TRIA were allowed to e,xpire, some msurers might place limitations on commercial insurance policies to 
e.xclude terrorism coverage or choose to withdraw from the market completely, l^liile a permanent 
solution to terrorism risk insurance would be ideal, we support a prompt, long-term reauthorization of 
TRIA to help ensure economic stability throu^ the availability of terrorism coverage. 
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Attached to this letter are the NAIC’s responses to the questions posed in the Federal Register. The 
NAIC and its Terrorism Insurance Implementation Working Groiq> look forward to a continued dialogue 
with the Department of the Treasury regarding long-term solutions to address the risk of loss from acts 
of terrorism Should you hare any questions regarding these comments please do not hesitate to contact 
Eric Nordman, Director of the Regulatory Services Division and Director of the Center for Insurance 
Policy and Research, at (816) 783-8005 or Brooke Stringer, Financial Policy and Legislative Advisor, at 
(202)471-3974. 


Sincerely, 




James J.Donelon 
NAIC President 

Louisiana Insurance Commissioner 


AdamKamm 

NAIC President-Sect 

North Dakota Insurance Commissioner 




Monica J.Lindeen 
NAIC Vice President 

Montana Commissioner of Securities k insurance 


Michael F.Consedine 
NAIC Seaetarv'-Treasuier 
Penns^ivania Insurance Commissioner 
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Response lo President's Working Group on Financial Markets: 

Terrorism Risk Insurance .\nah'sis 

TRLi rermiiiarioii Comitlerarioiii 

(1) Describe and explain in detail any and all possible ramifications from the termination of the 
Program on December 31. 2014. including any available eridence to support the predicted 
resuli. regarding: (a) The avaiLibilits' and .affordabilits- of insurance for terrorism risk in the 
United States generally; 

To reduce the cost and ina-ease availability of coverage for acts of terrorism, insurers need to be 
able to accuiarely estimate their ultimate expected loss costs associated xtith the risk transfer 
and related costs of capital. To do so requires knowledge of both die expected frequencx- and 
severity of fiiture losses. In the case of covmvge for acts of terrorism, severity and to a greater 
degree fi-equency, are extremely diffiailt to predict. JThen insurers are unable to detamine what 
price to charge, they mdentandabk tend to restrict cctverage. This problem is partially resolved 
thivugh the Terrorism Risk inswnnee .let (TRIA) by providing insurers with a cap on the 
severity of exposures. Hlth limitations in place, insurers can more reasonably assign a price to 
coverage that will not threatai their soh ency and will place them in a better position to make 
such coverage available. 

Unfortunately, there is no empirical measure of availability and affordabibty since they are both 
subjective measm-es and inteitwined concepts in most cases. It can be aigued that coverage for 
eveiypeiil is available to am one if they are willing to pav’ anv’ price. However, as a practical 
matter, if businesses perceive that coverage for acts of tenwism is too expensive for the risk of 
loss presented, they will choose not to buy the coverage. Further, if insurers perceive that nor 
enough is known about the frequaicy or severity of losses caused by acts of terrorism, they will 
choose not to make the coverage available, unless either the state or federal government forces 
them to do so. If TRLi is not reauthorized, the absence of a federal backstop may lead insurers to 
choose to withdraw from the market completely. 

Insiuxmce regulators generally agree termination of TRLi would result in an availability crisis 
as insurers would nor voluntarily ofrer coverage for acts of renvrism to most U.S. businesses. 
Evidence for this comes from the fact that, in the past, the insurance industry has filed 
conditional exclusions^ in all states, and has received approval to use them in all bur two states. 
It is possible a limited market for tetrorism coverage would develop; however, regulator expect 
the cost w ould be high and the coverage veiy limited in scope. 

(b) The awailability and afford.ability of insurance for terrorism risk in the United States 
specifically by line of business; geographic location, including the rating tiers defined by 
the Insurance Senices Office. Inc.: and other relevant characteristics; 

The availability and affordability of terroiism insurance suffers in areas often rfferred to as Tier 
1 tetror targets, i.e., those that due to their size, location and potential impact on the economy as 
a whole are primary taigets for tenvrist groups. Terrorists seek to inflict maximum loss, 

* Cosdiboiul exclunons ibi tenonan lie pobes' eadonemects that add tonnut eveols to the aaadaid nai asd mditary 
acooo exclicioas. m the event the TlUA ptojiam i: eitbei not teaudunzed or undeifoe'. major chany.. Tbete excluaon 
esdot'.eiaenK npically apply to commeicial propem’ and babibty inanacoe pobcMs. and to petsoiul bees ptopeit)' mairasce 
m slates that ban not enacted dse N'ew Yod standard me pobess 


172 


resulting in no limit to the scale of propeii}’ or casuall}' loss. Principal US. cities such as New 
York, Boston, Washington, D.C., Chicago, Miami, Houston, San Francisco and Los Angeles are 
die primal}’ focus of terrorism, making these risks highly concentrated. This leads to adverse 
selection as the snmgest demand for terrorism insurance originates in these geographic areas. 
If TRLi is not extended, stare regidators believe terrorism insurance would become less 
oi-ailable and affordable in the areas with the most need for coi'erage. We abo belieie that the 
elimination of the program mo)- negativeb impact the availabiliri of insurance in midsize cities 
and some npes of commercial enteiprises as well. 

Worken' compensation coverage is a special case since terrorism cannot be excluded from 
individual workers ' compensation policies. An expiration of TRLi would be especially disruptive 
to the workers ' compensation maritet. It is likely that the size of residual markers would grow. In 
partiailar, businesses with large numbers of employees concentrated in a single location would 
be vulnerable as would businesses locat^ near iconic buildings perceived to be attivctive 
taigets for terrorists. 

(c) Addidonnl specific effects on commerce in (he United States. 

As stated above, stare regulators believe the expiration of TRLi would lead to tenorism 
insurance becoming unavailable and unaffordable as the insurance marketplace b not willing to 
vobmtaiify take on the risk of providing coverage for acts of terrorism. Insurers are not willing 
to jeopardize their financial health b}' accepting the potential unlimited severitj’ and 
unpredictable frequaicy. Thb would lead to mam' businesses not having proper terrorism risk 
coverage, leaving them vvbierable to tenorism acts. In the absatce of reauthoiization, man}- 
businesses could not get proper coverage. During past debate over reauthoiization of TRLi, 
regulators report receiving numerous inquiries from policv holders about not being able to 
obtain construction loans from banks. A slowdown in lending would have a chilb'ng impact on 
rile economv' as mortgage lending and seaiiirization of mortgage loans provides a significant 
portion of the GDP. One rating agena has said it ma\' decline to rate commercial mortgage 
backed seairities on transactions that lack sufficient teirorism insurance. 

Lisurance regulators in the Nonheast have been invoked with the rebuilding of infrastructure 
and commimities after the destruction of Superstorm Sand}' and riim' are parriculark concerned 
riiat the expiration of TRLi would severek ham the rebuilding efforts. Further, building owners 
in Tier I <& 2 areas might have diffcultv' attracting tenants as the}' might be unable to obtain 
covei-age on the building and the tenants might be unable to obtain coverage on business 
operations and workers ’ compensation covering their employees. 

Rating agencies have pibbcfy stated thm' are seeking detailed plans from iiisiaeiz in the event 
that the Program is not renewed due to rating concerns over the availabilit}- and affordability of 
tenorism coverage in the absence of a fedeivl backstop. Insurers without a sufficient plan of 
action to handle terrorism risks may face rating downgrades as the expiration date approaches. 
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(2) If th« Program vrtrt to conrinur beyond December 51. 2014, describe .and explain in detail any 
retisions or modifications to the Program that nould promote the availabihty and 
affordability of terrorism insurance, including any accompanying challenges that might arise 
from any proposed resisions or modifications to the Program. .\11 siesrs regarding the 
appropriate role of the federal government in supporting the availability and affordabiUty of 
insurance for teiToiism risk are welcome. 

State iiisunmce regulators encourage the deielopment of a peiviatient solution to taronsm risk 
insurance in order to avoid the market disniptions and uncertainl}' associated with continual 
short-term reauthorisations. IThile ideally we would sipport a petvianent solution, we 
recommend a prompt, ten-year TRLi reauthorisation. 

State insurance regulators believe that reauthorisation of the Program is needed to provide a 
measure of seauity in the insurance industry and to eitable insureis to extend offers of coverage 
for acts of terrorism. Regulators have particular concern with the timing of uw revisions or 
modifications to the Progiam. .4 delay in the reauthorisation of the Program creates imcertainty 
and deprives insurers of adequate time make necessary changes to systems, potentially leading 
to issues with policy retiewals for policy holders. Regtdaton have ab-eady reported receiving 
filings that provide conditional exclusions in the event that the Pivgram is revised or does not 
continue. These conditional filings apply to changes to deductibles, co-pays, limits and other 
changes in the Program. These exclusions a-eate uncenainiy in the marketplace with 
policyholders. 

The commercial insurance business cycle operates in such a way that insurers and their 
policyholders will be required to make decisions as early as Sqnember 201} for coverage going 
well into 2015. .immal policy renewab with effective dates of January 2, 2014, or later will have 
to contemplate no federal backstop for any losses in 2015. .is a result, insurance regulators in 
most states are appivving and will have to qppime conditional coverage limitations for 
tenvrism coverage for renewal policies on a widespread basis, just as ti\ey did in the 2006-2007 
rime paiod. 

ff triggered by the expiration of TRli, these limitations would greatly reduce or eliminate 
tenvrism coverage in the states that have appiwed the endorsement. In those states that have 
rejected these coverage limitations, insurers would have to make the difficult choice of writing 
die coverage and accepting die potentially catastrophic tenvrism exposure or not writing the 
policy at all. This could lead to availability and affordability problems in the nearfiiture. tilth 
die 2014 renewal cycle already underway, diere is greater uncertainty' in the marketpbce. For 
these reasons, insurance regulators encourage action by Congress this fall ivther than waiting 
until 2014 to address the matter. 

luviirance Market Considerari'ous 

(5) Describe and explain the ability of the insnrance indnstry to model, quantify, and underanite 
terrorism risk, and the resulting impact of such analysis on the availability and affordability of 
terrorism insurance, including an examination of the price (by line of business, location of risk, 
and other relevant characteristics) and coverage options for tenorism insurance. 

Conqtuta- modeling of terrorism risk has been developed and refined by risk modelers since 
Sept. 11, 2001 in an attempt to measure an insurer's risk of loss fivm acts of tenvrism. .Many 
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insurers have begun to use the computer simulation models to assist them in picing. UTiile these 
models pixnide insureis with additional information about their risks and may provide more 
validity to premium rates in the future, the acairacv' of models partiadarh' with respect to 
jrequaicy remains uncertain. 

IThile some computer simulation modeling has been introduced, the modeling efforts aiul their 
results are untested. The models are based on the opinions of counteiintelligence expais along 
with assumptions regarding the npe of damage that would ocair if ceiiain weapons were 
deploved Insuras have relied upow them because they have no otha- choice, btsurers continue 
to express reservations about riieir abiliy to measure the risk of loss from acts of terrorism 
hugely because even though modeling might be able to estimate the sevaiy of loss resulting 
fivm specific terrorist events, there is no wo}' to determine thefrequaicy of such evaiis. Unlike 
weather events or seismic events, which are outside human control and which occur with some 
statistical regulariiv', tarorist evaits are solely depatdent on rite will of those who seek to cany 
them out and the ^ectivaiess of those who seek to p-event them. Thus, the insurance industiy is 
left with vety h'ttle on which to base frequency, and evat the most sophisticated terrorism models 
amount to little more than educated guesses. 

A recait presaitation fy a catastrophe modeler before the NAIC Property and Casualtv' 
iisurance Committee gave regulators insight into ain-ent modeling developments. An interesting 
comment from the modeler was that the TRIP was needed because insurers are essenrialfy 
agreeing to provide coverage for government's failure to protect its citizens from terrorist acts. 
The modelers have leaned that the more individuals there are involved in plotting a terrorist 
act, the more like!}' the}' are to be caught thixnigh goveivmental anti-terrorism effoits. They 
remain uncomforiable with their abiliy to model the seveiity of tenviism losses or the 
fi'equency. The frequency is dependent on the success of government anti-terrorism activities and 
the severity is boundless, according to the modeler. 

(4) Describe and expLiin. ni(h supporting information where as'ailable, any additional insurance 
market considerations that could impact the long-term arailabilits' and affordability of 
terrorism insurance {e.g. implications for coverage of insurance for nuclear, biological, 
chemical, .and radiologic.al acts of tenorism; cyber acts of teirorism; and terrorism in 
workers' compensation policies). 

The magnitude of potential terrorism risks, for example, those from nuclear, biological, 
chemical and radiological INBCR) losses, is so great that it does not conform to the traditional 
methods available to insurers to spread and share the risk Industiy representatives consider the 
limited amount of captal available to insure ail commercial losses to be inadequate to cover a 
laige-scale NBCR evait. An NBCR event has the potential to affect a large geographic 
area. This creates a laige potential concentration of risk that mav' have substantial implications 
for iiulividual insurers. Even with TRLi 's loss limitations, the potential of a severe event mav' 
dissuade insurers from providing the coverage given their exposure to TRLi 's deductible and co- 
insurance requirements. 

Preliminarily, the N.ilC would like to pivvide a general overview ofSBCR coverages with the 
caveat that, as is the case with all causes of loss, coverage for any specific claim will ultimatefy 
be governed by the policy provisions, conditions and exclusions of the policy under which the 
claim is made. 
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Gaia-alh’ speaking, there is no coverage for nuclear or radiological incidents, terrorist-related 
or otherwise, because policies contain nuclear and radiological exclusions. This is mie even in 
situations where the insured has puichased TRLi terrorism coverage. A terrorist eient involving 
a nuclear/radiological device would not result in coverage because TRLi teiroiism coverage 
onh applies to covered pails under the policy and a nuclear event is not a covered petiL 
However, in states that mandate use of the New York Standaid Fire Policy, and regardless of 
whether the insured has pwchased TRLi terrorism coverage, fire losses following any nuclear 
event will be covered subject to other polin’ conditions and requirements. Abo, it should be 
noted that the Price-Anderson Act establishes an insurance mechanism to provide insurance to 
operators of nuclear reactors in the U.S. in the event of a nuclear accident. 

Standard policies generalh do not contain a specific exclusion for losses from chemical or 
biological weapons. However, many policy forms include pollution or contaminant exclusions. 
Depending on the specifics of the incidaitin question, these excbisions might eliminate coverage 
from the policy for chemical or biological events. TRLi terrorism coverage for chemical or 
biological events would apph, if such events were considered covered perib undei' the primaiy 
policy, .is noted above, in states that mandate use of the New York Standard Fire Policy, and 
regardless of whether the insured has purchased TRLi teirorism coverage, fire following a 
chemical or biological evm will be covered subject to other policj- conditions and requirements. 

Final!)’, it is important to note that workeis' compensation policies do not permit exclusions for 
NBCR events. 

To the extent that coverage for NBCR evetits exists in primaiy policies, as explained above, 
insura’s are required to make it available pursuant to TRIA for certified acts of terrorism. 
Specific information regarding the affordability of this coverage is not available to the N4IC at 
this time. Since the policy forms either include or exclude coverage for NBCR events without 
distinction as to the cause of the event, there should be no difference in the avvilabiliri of 
coverage for stich events caused bv’ acts of teirorism. .iffordabilitv’ max- be impacted to the extent 
that insurers will consider their exposure to terrorist acts and will ultiinateh reflect this 
exposure in the additional premium charged for TRIP coverage. 

There is a report by the Government .iccountability Office (G.iO) on the topic of NBCR 
coverage (G.iO-09-}9l The findings in the report are as accurate today as they’ wei-e when the 
i-eport was written. The G.iO found insuras generally seek to exclude coverage for NBCR events 
in commercial policies, rehing on long-standing standard policy’ excbisions for nuclear and 
pollution risks. Further, the GAO found insureis “general!)’ remain unwilling to offer NBCR 
coverage because of uncertainties about the risk and the potential for catasti-ophic losses... " 
Regulators believe these findings accurately describe today’ 's mai-ketplace. 

Most staiulard commercial lines pob'eies do not cover cybei- risk. To cover these unique cy’ber 
lisks through insurance requires the purchase of a special cyber bability policy’. The markets for 
these policies are relative^ new with a growing number of insurers offering coverage. Like all 
new markets, coverage contained in the pobey’ forms is evoking as risks evoh’e and competitive 
forces come into play’. There are some lisks that are commonly covered by’ cybei- liability 
policies. Generally cyber babibty policies cox-er a business' obligation to protect the personal 
data of its customers. The data might incbide peisonal identifying infoiviation, financial or 
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health information or other critical data that if compivmised could create a liability exposure for 
the business. The policy will cover liability for unauthorised access, th^ or use of the data or 
software contained in a business' nenxork or systems. Many policies also cover unintentional 
acts, errors, omission or mistakes by employees, unintentional spreading of a virus or malwre, 
computer thefts or extortion attempts by hackers. At this time, insurance regulators do not 
believe it has been demonstrated that there is a need for acts of cvber teiroiism to be inebtded in 
TRLi. 

(?) Expl.'iin and de$crib« in gfnfial the demand (or '‘take-up") of tenoritm insurance and 
protide specific data and information, ttliere available, regarding the take-up rate by line of 
business. location of the risk, and odier relevant characteristics. 

The insurance industry is best stated to address this issue. 

Reinsurance Considerations 

($) Describe and explain in det.ail the long-term .av,ailabilitt' and .affordabilitt- of private 
reinsurance for terrorism risk. .Analyze, itith supporting information, the impact of the 
Program, and any changes to the Program, on the private reinsurance market for tenorism 
risk, including any accompamlng challenges that might arise from rerisions or modifications 
to the Program. 

The reinsurance industry is best suited to address this issue. 

.iddiiional Consideration 

(8) Describe and explain any other developments, considerations, or market issues that might 
affect the long-term .availabilits' and affordabilits- of terrorism risk insmance. 

TRLi provides insurers ssith the seanity th^’ need to allow them to offer coverage for acts of 
terrorism. It gives insurers a boundary on their ultimate costs of insuring the risk, and provides 
the ma.rimum piobable loss statistic for ratemaking and solvency puiposes. It is important to 
note that TRLi requires the private insurance industiy to cover losses up to SI 00 million, and 
only after that point would the federal govenment provide assistance. To date, this threshold has 
never been met and the federal government has never paid claims under TRLi. If the federal 
government were to pay claims unda- TRLi, there is a recoupment mechanism so, in most cases, 
losses paid for by the program would be reimbursed by a surcharge on property and casualty 
policies in fitture years. In our view, a pamanent solution to insuring for terrorism risks would 
be ideal, bur we uige a prompt, tai-year reauthorization of TRLi to avoid disruptions to the 
commercial insurance marketplace. 
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The Honorable Tim Johnson The Honorable Mike Crapo 

Chaimian Rankin; Member 

Committee on Bankin;, Housin;, and Committee on Bankin;, Housing, and 

Urban Affairs Urban Affairs 

United States Senate United State Senate 

Washington, DC 20S10 Washington, DC 20510 

Dear Cha^an Johnson and Ranking Member Crapo: 

We commend the Committee for scheduling a hearing tomorrow on the extension of the 
Terrorism Risk Insurance Aa (TRIA), which will expire in December 2014. On behalf of The 
Jewish Federations. I want to express our strong support for Congress renewing this 
legislation. 

JFNA tsthe umbrella organization of 153 local federations and 300 independent 
communities which serve, support, and lead one of the Nation's largest and longest 
serving charitable networks that provide health, human services, and other critical 
humanitarian assistance at the community level. We are headquartered in New York City 
and our system's hospitals, nursing homes, social services agencies, and community 
centers are located in praaically every major urban area in the United States. 

Given the well documented threats from extremists at home and abroad to Jewish 
communal security, we believe that our institutions across the country represent a 
segment of the nonprofit sector that is particularly at risk of and vulnerable to terrorist 
attacks. (See threat overview document attached) 


However, in surveying our institutions, we have found that TRIA has successfully ensured 
that the insurance market continues to make widely available to them adequate and 
affordable terrorism coverage since 9/11. Our system's catastrophic exposure has 
remained significantly reduced as a consequence of TRIA. 

Our network serves tens of thousands of individuals and families in need, weekly. In times 
of disaster - whether in the recovery from Super Storm Sandy, Hurricane Katrina, or the 
attacks on September 11^, among them - our agencies help to rebuild communities 
through the provision of health care, counseling, shelter, resettlement, job training, food, 
family support services, and emergency cash assistance. We are often home-base to 
emergency responders for staging and coordination. TRIA has proven essential to our 
ability to carry out these vital services, both in the regular course of our work and in times 
of extenuating circumstances. 

For these reasons, we urge the Committee to continue to support the Terrorism Risk 
Insurance Act and its renewal. 


CM 1 S|f«*4. kw 
wtinnaton OC ZOOOG-STSCi 


Sincerely, 




.lW»iVi»piJer«or*aTKW#V*»^l?0" 
B ItUMUvn R 


Robert B. Goldberg 

Senior Director, Legislative Affairs 


178 


The Jewish Federaiions 


OF NORTH AMERICA 


Risk Overview: Threats, Vulnerabilities and Potential Consequences 
September 24, 2013 


Existential Threats to Jewish Communal Institutions: 

- Since 9/11, the FBI, Department of Homeland Security and other law enforcement 
entities have warned the U.S. Jewish community of a number of plots by international 
terrorist organizations, white supremacists, prison Islamic radicals and other 
homegrown violent individuals across the political spearum. While a number of 
prominent plots have been averted, others became operationalized. 

- One regular thread among many terrorist occurrences is the symmetrical seleaion of 
targets that include both govemment/military facilities/personnel, and Jewish 
communal institutions and civilians. One large distinction, however, is that the latter 
category comprises soft nonprofits with limited resources and capabilities with which to 
harden their facilities and to train their personnel. 

• Additionally, over the past decade, the FBI has reported that approximately IWt of 
religious-based hate crimes have been perpetrated against the Jewish community - well 
above the combined occurrences of all other faiths. 

(Source: Annual FBI Hate Crimes Statistics Reports; Unk: 

http //www.lbi.eov/nws/siooes/ZOlZ/deceniber/annuallute-aiiTies-report-rereaserl/annual- hate- 

cnmes-reoort-reteatedl 


- December 10, 2012: Of the 1,480 vktims of an anti-religious hate crime, 63.2 percent 
v/ere viaims of an offender's anti-Jevrish bias - more than all other categories 
combined. 

(Source: FBI Kate Crime stattstks, lZ/10/12; Unk: 

hnp//www.rbi.fov/ newsAlories/Z Ol2/iletembef/annual-hate<Times-teooneeiease<l/aiinual-hate- 

aimes-reooct-teleaseril 


- July 20, 2012: New York police believe Iranian Revolutionary Guards or their proxies 
have been involved so far this year in nine plots against Israeli or Jewish targets around 
the world. According to NYPD analysts, 'through its own Revolutionary Guard and 
Heztx>llah. Iran had ‘sharply increased its operational tempo and its willingness to 
conduct terrorist attacks targeting Israeli interests and the International Jewish 
community worldwide*. 
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(Source: Reuters^ 07/20/12; link: hnp//wwwjeuTersxcKn/arT^<[e/20i2/07/20/us-iratvheibolUh»olots- 
tdUS8BtS6)0SW20t20720> 

June 5. 2012: According to Homeland Security Secretory Janet Nopolitono, 'Jews face 
special risks that require vigilance* She also stated that, during her tenure at DHS, 
threats to the Jewish community came from foreign entities, homegrown extremists 
and domestic hate groups. 

(Source: The Forward, 06/05/12: link: htip://forwafd.cQm/afticies/1572SO/tewi-facfr5peoa>-f6lcs' 
nappt'rtapQ-^aY^/>p=all) 


February 16, 2012: With tensions between Iran and the West running high, law 
enforcement officials are concerned Iran or its surrogates could mount attacks against 
Jewish targets inside the United States. 

(Source: CNN, 02/16/12; linlc htrp//wwrr.cnn.eoni/2012/02/lS/us/iran.fbi- 
warnine/in<le«.html’ite(al bear chi 


January 9, 2009: Terrorist analysts report that throughout the world, Jewish 
communities v/ill be specifically at risk from several 'fatvras' disseminated through 
Arab media and jihadist vrebsites, including one instructing that 'any Jew is a legitimate 
target that can be struck by Muslims." 

(Source: European Strategic Intelligence and Security Center, 01/09/09) 

March 24, 2008: Al Qaeda's second in command, Ayman al-Zawahiri, released an audio 
tape on, which called upon al Qaeda followers and sympathiiers to attack Jewish 
interests worldwide. The tape, part of a string of provocative statements by bin l^den 
and his senior cohorts, was regarded by counter terrorism experts as a new and bold 
escalation by al Qaeda to link the Middle East conflkt with immediate and urgent 
violence in the West, including against Jewish targets in the United States. 

(Source: Associated Press, 03/24/08) 

November 24, 2002: In a "Letter to America' Osama bin Laden released soon after the 
9/11 anacks, to explain his reasomng and intent to justify the anacks, he wrote, "The 
creation and conbnuation of Israel is one of the greatest crimes, and you are the leaders 
of its criminals." "This is why the American people cannot be innocent of all the crimes 
committed by the Americans and Jews apinst us.* The letter also made clear that, to 
bin Laden, civilian populations, as with governments, were acceptable (equivalent) 
targets for retaliation. 

(Scxuce: Guiccbn (UK), 11/24/02; Full text of the letter 
hrTp://www.guafdtanxauk/wo«1d/2002/nov/2A/th<ohs^fvef) 


June 2002: Abdul Rahman Vasin, one of the terrorists in the first attack on the World 
Trade Center in 1993, revealed in a CBS 60 Minutes interview that the World Trade 
Center was not the terrorists' original target. Rather, they initially planned to blow up 
Jewish neighborhoods in Brooklyn. But after scouting Crown Heights and Williamsburg, 
they decided to target the World Trade Center, instead. The reasoning: rather than 
undertaking multiple small explosions in Jewish neighborhoods, they figured that one 
big explosion in the World Trade Center would kill mostly Jews who they believed 
made up a majority of the workforce there, according to Vasin's statements. 

(Source: CBS News 06/02/02; Reuters, 06/(0/02) 
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- February 2, 2002: Shortly after the 9/11 attacks, Al Qaeda's training manual was 
translated by the Associated Press, which included a direaive to followers to attack 
Jewish communal organizations and institutions in every country Jev/$ exist and to 
carry out the attacks in a manner designed to cause the most causalities. It specified 
community centers, hospitals, places of worship and wherever there are large gathering 
places of Jev/s. 

(Source: Auodaied Press, OZ/02/0Z| 


Recent Jewrish Security Threats: 

- May 16, 2013: A 22-year-old Moroccan man has been conviaed and sentenced to five 
years and four months in jail for plotting a terror attack against a Milan synagogue. The 
man was arrested in March 2012 after police noted that the suspea had used a Google 
maps applicabon to case secunty at the synagogue. 

(source; The Assodaied Press, OS/ie/13) 

- May 7, 2013: Israeli airstrlkes on Syrian missile stockpiles suspected to be destined for 
Hezbollah raise concern for retaliation against Jewish civilians. According to the 
Washington Post, ‘U.S. and Middle Eastern officials say any retaliation would probably 
come in a familiar form; attempted attacks by Hezbollah operatives on Israeli or Jewish 
civilian targets, perhaps far outside the Middle East.* 

(Source: Wishingcon Post, May 8, 2013; link; hn[)://www.w»shini!tonoost.coin/wocld/rational- 
s«ufitv/viiVsterno<ficUlsfMr.remialion.fof.isra«li-airstfilies-in-svTia/Z013/OS/07/Z989flaab72(-lle2- 

»Zf3-<29 130193668 oriiit.htmn 

- May 1, 2013: Bomb threats were phoned in to two different Houston synagogues 
(Congregation Beth Israel and Congregation Or Ami), causing their schools to cancel 
classes, so that the FBI and Houston Police Department could search the institutions for 
explosives. When the buildings reopen, it was reported that they will require extra 
security personnel and police presence . April 8, 2013: Ruben Ubiles, 35, who the police 
say has more than SO prior arrests, on charges including robbery, assault, and weapons 
and drug possession, was arrested for the hate-aime burning of a dozen Jewish 
doorway adornments in Williamsburg, Brooklyn, on Holocaust Remembrance Day. The 
ornaments, knovm as mezuzot, contain scrolls with Old Testament verses that are 
intended to bless and protea the home. 

(Source; New York Times, 04/10/13) 

- March 18, 2013: French President Francois Hollande on Sunday paid tribute to the 
seven people who last year fell victim to terrorist Mohamed Merah, saying he remains 
committed to the fight against terrorism. A self-cJescribed Al-Qaeda sympathizer, 23- 
year-old Merah murdered Rabbi Jonathan Sandler, his sons Aryeh and Gavriel and 
Miriam Monsonego at a Jewish school, Otzar HaTorah, in Toulouse. Before that, he 
murdered three paratroopers. 

(Source: Anitz SZievi, 03/18/13: link: hnn://www.isia«tnalionalnews.com/News/News.a30i(/l6632ll 

- March 17, 2013: Marked the 21st anniversary of the March 17, 1992 terrorist attack 
that left 28 people dead and 240 wounded at the Israel Embassy in Buenos Aires. Two 
years later (July 1994), 85 members of the Argentine Jewish community v/ere killed in an 


181 


anack on a community center. This was the deadliest terror anack in Argentina's 
history. In both cases, the attackers were never caught. 

(Source: Atua sheva, 03/17/13; link: hnp://www.isfaelnationalnews.coni/r.'ews/News.asoi(/i6630ll 

March 15, 2013: An Algerian man convicted of plotting to bomb synagogues v/as 
sentenced to 10 years imprisonment. According to Nev/ York City Police Commissioner 
Raymond Kelly, “"Ferhani posed a real threat to Nev; York’s Jewish community, eagerly 
purchasing a hand grenade, two guns and 150 rounds of ammunition from an 
undercover officer as part of Ferhani's stated intention to attack and then 'blov; up a 
synagogue in Manhattan, and take out the whole entire building." 

(Source: CNN, 03/15/13) 

January 30, 2013: A new policy paper from the Washington Institute for Near East 
Studies finds that Iran's elite Qods Force and Hezbollah militants pose a growing threat 
to the U.S., fueling worries that they increasingly have the ability and willingness to 
attack the U.S., and, in panicular, Jewish targets. Among the most likely scenarios, 
stated the report, “an attack targeting a location affiliated with a Jewish community 
abroad", such as the report noted, the 1994 bombing of AMIA Jewish community 
center in Buenos Aires. 

(Source WINES, January 30, 2013; link: 

hnp://www.wa$hingionirmituleorg/uplo3<fe/Oocuments/pufai/Policvrocusl23.pdn 


January 23, 2013: The Congressional Research Service published a comprehensive 
analysis on the complex threat of American Jihadist Terrorism, including particular 
threats to Jewish communal security: 1) The 2005 plot by the group Jamiyyat Ul-lslam Is- 
Saheeh, to anack Jewish institutions, including synagogues, and military recruiting 
offices and military bases, which the report described as the "most prominent post-9/11 
example of domestic violent jihadist activity inspired in prison;* 2) The 2009 Newburgh 
Four case, which involved a plot to trigger explosive in front of a synagogue and Jev/ish 
community center and to shoot down military aircraft; 3) The 2011 grenade plot by 
Ahmed Ferhani, an Algerian, and Mohamed Mamdouth, a naturalized US citizen from 
Morocco, who plotted to blow up prominent synagogues in New York City; and 4) The 
2012 bombing plot by Amine El Khalifi, a Moroccan citizen living in the US on an expired 
B2 tourist visa, v;ho targeted the US Capitol, a synagogue, and a restaurant that vras 
frequented by US military personnel. 

(Source: CRS, 01/23/13; link: http://www.f3 s.ore/$fp/crs/terror/Mi4i6.pdfl 

January 16, 2013: The FBI warned the Detroit Jewish community of potential risks after 
discovering in the home of a known white supremacist and conviaed murderer, Richard 
Schmidt, 18 firearms including assaults v/eapons, high-capacity magazines, and more 
than 40 thousand rounds of ammunition; Nazi paraphernalia; a 'Jewish hit-list" of 500 
Jewish ovmed businesses; and detailed information on the leadership of the Jewish 
Federation of Metropolitan Detroit and diagrams of the facility. 

(Source: US Attorney, Ohio, 01/16/13; link: 
hnp://www.iustice.eov/us30/ohn/news/2013/l6i3nschmidt.htmll 


182 


Historic Record of Threats; 

• December 4, 2012: A man from Queens accused of plotting to blow up a synagogue in 
Manhattan ended on Tuesday when the man, Ahmed Ferhani, pleaded guilty to 10 
charges, including conspiracy as a crime of terrorism and criminal possession of a 
weapon as a crime of terrorism. He was arrested immediately after making a down 
payment in exchange for a hand grenade, three semiautomatic pistols and 150 rounds 
of ammunition. 

(Source: New York Times, 12/04/12; link: htto://www.nvtimes.com/2012/12/OS/nvretioo/4hine<l- 
ferhani.pleads-guiltv-iivotot-to-blowHJD-svnagogue.htmli 

- July 20, 2012: New York police believe Iranian Revolutionary Guards or their proxies 
have been involved so far this year in nine plots against Israeli or Jewish targets around 
the world. According to NYPD analysts, 'through its own Revolutionary Guard and 
Hezbollah, Iran had ‘sharply increased its operational tempo and its willingness to 
conduct terrorist attacks targeting Israeli interests and the International Jewish 
community worldwide'. 

(Sourct: R«uteis, 07/20/12; link: hnB://www.i»uteis.com/4it'<l«/20i2/07/20/us-ifan.h«rbolUh.ploiv 
kti is«i>f sftmswrni 70770) 

- June 22, 2012: The FBI announced the 11.5 year sentence for American Jess Curtis 
Morton, aka Younus Abdullah Muhammed, for running several Internet sites in the 
United 5tates to solicit attacks and future threat against Jewish organizations in the 
US. His co<onspirator lived in Fairfax, VA (less than 20 miles from Capitol Hill). The web 
sites Morton ran perpetuated al Qaeda produced propaganda and included hit lists. 

(Source: U.S. Attorney's Office/Eastem District of Virginia, 06/22/12; link: 

hnp7/www.fbi.gov/washinfiondc/press-feleases/2012/leadef-of-revolution-mus]tfn-sentenceO-to-lSS- 

monrhs-fof'Using-intemet-to-solKit.mufdef-encoufage-violent-extremismrmm campaicn=email- 

Immediate&utm medium=emailSurm source=washington-press-feleases&utm content=10S401i 


- June 20, 2012; This week, the New York Post described a new ‘Crime Wave' against 
Brooklyn’s Jewish community when it reported several synagogue thefts and anti- 
Semttic vandalism targeting synagogues and Jewish neighborhcxids. 

(source: New York Post, 06/20/U; link: 

httpV/www.nvrxnr.com/p/news/kxal/bfpoklvn/anli iewish crime wave GNionau6iWkiOeqM7ugEOO: 

forward, 06/OS/12; link: htlp://in.(ofwat<lcom/atticles/lS72g0l 

- June 5, 2012: According to Homeland Security Secretary Janet Napolitano, 'Jews face 
special risks that require vigilance.” She also stated that, during her tenure at OHS, 
threats to the Jewish community came from foreign entities, homegrown extremists 
and domestic hate groups. 

(Source: The forward, 06/0S/12: link: hnp://rorw3rdxom/articles/lS7280/icws-race-spe<ial-tisks- 
naoolitaoo-savs/’piaat 

- May 3, 2012: On the anniversary of the bin Laden raid, the US Government released a 
sampling of documents. Only one pertained to approving funding for terrorism - the 
approval of a request by a militant group to purchase and manufaaure v/eapons, and to 
support operationsagainst the Jewish community. 

(Source: CNN, May 3, 2012; link: http://edition.cnn.cQm/20i2/os/03/world/o<ama-bin>Uden» 
document s/index.htmH 
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April 23, 2012: Meanwhile, the US just placed a $10 million bounty on Hafeez Saeed, the 
leader of Lashkar-i-Taiba, an al Qaeda-affiliated militant group, and the mastermind 
behind the 2008 Mumbai, India massacre. A paramount objective of the massacre was 
an attack on that city's Jewish community center and the torture and murder of its 
Jewish civilians. Saeed remains at-large. 

(Source: Pro PubTica, 04.03.12; link: htto://www.propublic3ore/jititle/10-minion^iountv-for.anefe<l- 
mumbai-plotter-ups-preisureoo-Mliistanl 


March 26, 2012: The livery driver whose two-gun attack on a group of Hasidic students 
on the Brooklyn Bridge shocked the city 18 years ago has finally admined that he 
targeted them because they were Jev/ish, The Post has learned. Rashid Bat was 
conviaed in 1995 of murdering Yeshiva student Art Halberstam, 16, and trying to kill 
more than a dozen others in a van with a hail of bullets he fired on a Manhattan 
approach to the bridge on March 1, 1994. 

(Source: New York Post, (»/26/2012; link: 

httpy/rt-.'.-.v.n,po'.;.co("/p,'no«/.ociVc::c.f Jews_my_tatjet _jOgyOs9rPP922SirtUqKlM) 


March 26, 2012: According to the Associated Press this morning, French authorities are 
defending criticism that their counterterrorism authorities and laws failed in preventing 
an Islamic terrorist attack that killed paratroopers, Jewish children and a rabbi (teacher) 
in front of a Jewish school in Toulouse, France. The general reattion from Europol, and 
a grov/ing chorus of other European terrorist authorities, is that homegrown extremists 
are hard to track and stop; combating individuals aaing in isolation will be tough and 
problematic; and it vrill be hard for police to apprehend them before they anack. 

(Source: Assoculed Press, 03/26/12) 

February 17, 2012: The FBI announced the indictment of Amine El Khalifi, an illegal 
immigrant from Morocco, for attempting a suicide attack on the Capitol. According to 
the indictment, El Khalifi had first indicated his intention to blow up a Jev/bh civilian 
target - a synagogue. 

(Sources: FBI WFO; Link: hnp://www.rbi.eo'</washinetondc/pfess-releases/20l2/vifeinia-m3n-accused- 

of.anefnp!ine.to.boaib-u.s.<apttol-in-suicide.ana<lc?utm campai»ruemail- 

ImmedialeSutm medium^mail&mm sourcerwashinetoo-pfess-releasesBurm content=7226S: 

Climinal Complaint link: hnp //wvi,'w.w3shingtonpost.com/wo-siv/vwifl<j/(iociiments/3mine-el-lchali(i- 
cfiminai<omplaintJitinll 


February 16, 2012: With tensions betv/een Iran and the West running high, law 
enforcement officials are concerned Iran or its surrogates could mount anacks against 
Jewish targets inside the United States. 

(Source: CNN, 02/16/12; link; httoy/www.cnn.com/2012/02/lS/us/iran-fl>i- 
watnine/in<lex.htmiriref=allsearchl 


February 15, 2012: A statement by House Homeland Security Committee Chairman 
Peter King called attention to the "almost imminent threat posed by Hezbollah quite 
possibly to Jewish houses of worship and religious institutions." 

(Source; Hearing; An Examination of the President's FY 2013 Budget Request for the Department of 
Homeland Security; Link: http://homeland.house.eov/hearin»/hea.'ine-eianiination presidents.fY-2013- 
hpdfPT-rAqti<KTwippafTrTW*nt-homol3nd-wtirTtY| 
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February 14, 2012: With Iran allegedly striking out at Israeli citizens and Jesvish targets 
around the world, Israeli and American security officials in the U.S. are on high alert. 
According to Frank Olluffo, direaor of the Homeland Security Policy Institute at George 
Washington University in D.C., the recent incidents in India, Georgia, Thailand and 
Azerbaijan have "all the hallmarks of a concerted campaign" that could extend to U.S. 
soil. As such, the NYPD has adjusted its counterterrorism posture to include increased 
presence in recent weeks at Israeli government facilities and synagogues. Furthermore, 
around the country, private security industry officials report numerous requests for 
Jewish institutional security. 

(Source: ABC News; Ikik: htTp://abcnews^Q«com/Biottef /height ened-securitv-us-ira o- 
threat/stofv^=iSS9ZasH 

February 14, 2012: In a lead story, the New York Times reported on the escalation of 
threats posed by Iran (and its proxies) - meaning violent actions taken against Jewish 
targets outside of the region. The article followed recent plots and attacks that have 
increased the concern of American Jewish leaders for the safety and security of Jewish 
community centers and synagogues within the United States, and the article reminds 
that an attack on the Mumbai Jewish community center led to the torture and death of 
a number of Jewish American civilians in 200S. 

(Source: new York Timej, OZ/M/iZ; link: tmo /iy,-/,-// cofn.''2QU.’0;.''i4.'-rtQr’d.’n-;<jd e»ast.%'»e'i. 

en-Zair.-officixt-atrackf'dHii-indn.and.eeofeLa htnY’ rsZ&rcf^/.orld&Mee.vanltOronntl 


February 14, 2012: Convicted arsonist/bomber Omar Bulphred, 26, will serve his full 
seven-year prison term for hate crimes - including the firebombing of a Jev/ish school 
for children and attempted bombing of a Jewish community center - will remain 
behind bars for his entire sentence as he continues to pose a serious problem for 
Correctional Service Canada (CSC).While investigating the fires, police found letters in 
which Bulphred and an accomplice declared jihad and demanded the liberation of their 
"brothers" - a group of men arrested on terrorism charges in Toronto. 

(Source: The Gazette (Montreal); link: http://www.montreal<:azette.com/nevi(S/to<lavs- 
pap>*f/Hale4<rime*<onvict-fefuse<j4eaflv*release/614SOtO/storv.htmH 


February 10, 2012: Nine extremists vrho “were well advanced in their terrorist planning 
v/ere conviaed. "The men possessed almost every famous jihadi publication, including 
copies of Inspire, an English language internet magazine produced by Yemen-based 
extremist cleric Anv/ar al-Awlaki's group Al Qaida in the Arabian Peninsula.' According 
to the prosecution, "These men were motivated to aa as they did in large (Mrt by 
extreme jihadist propaganda circulated on the internet. Conviaed for planning a 
"Mumbai" style attack that included targeting the Jewish community, one of the 
group's leaders and his brother, 'were bogged claiming that fewer than 100,000 Jews 
died in the Holocaust and talking about how Hitler 'had been on the same side as the 
Muslims" because he understood that "the Jews were dangerous". 

(source: hnp://www.mirfof.cauk/nevi«/uk-nevYS/bfitishierfof-eanrihzt.plonedlp.blow.6SOll2l 


February 9, 2012: The leader of "Revolution Muslim" pleaded guilty to using the 
Internet to solicit murder and encourage violent extremism against Jews. 

(Source: The FBI; link: http //www.n)i.tov/w«hinfTon<1c/oress felejser/20l2/leadef.ot-revplution- 

muslim-plezdsguiltvto-usineinterneito-solkitmuider-and-encouragewleni- 

ertremismhjtm cjmpaignremjil-lmmediale&utm me<lium=email&utm source=w3shingTor>-press- 

releases&utm CQntent;a96S5) 
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February 1, 2012: Four defendants inspired by al-Qaeda have admitted planning to 
detonate bombs - Mumbai-style - at five symbolic sites including the U.S. Embassy, the 
Palace of Westminster (both well-fortified institutions), and two prominent rabbis from 
separate synagogues. The men reportedly admitted to being inspired by the preachings 
of the radical al-Qaeda extremist Yemeni American imam Anwar Al-Awlaki and 
to being in possession of two editions of al-Qaeda magazine Inspire for terrorist 
purposes. 

(Source: B8C News, link hrtp://www.b0<.co.uk/news/ulc-16S3S03Z> 

January 25, 2012: A joint attack by Iran and Hezbollah against Jewish targets in 
Bangkok, Thailand, had been stopped, where the operative in custody reportedly 
confessed to having intended to blow up a synagogue and the Israeli Embassy. 
Moreover, the Nev/ York Times story reported that Iran and Hezbollah have also planted 
some 40 terrorist sleeper cells around the world, ready to attack Jewish targets if Iran 
deems it necessary to retaliate against efforts to thwart its nuclear ambitions. 

(Source: The New York Times Maguine, Ol/ZS/12; link: 

http //WWW 2/0 l/?9/m»!«if>»/wiH-»ra«l-atTxk- 

ifan.htfrj^sc p=lg^q=*Jr^2PkpY^2f htrikM%2QthQueht^QtQS2Qbej420fnadg?^QbY%2PthA2QnHaMd& 

st=o<l 

January 13, 2012: Federal eleaed offiaals from North Jersey arxl aaoss the state 
pledged resources in the investigation into the firebombing of a Rutherford synagogue 
at a meeting convened to discuss safety at Jewish temples Thursday night. 

(Source: New Jersey On-Line; Link: 

http://wwwjii.eom/bergen/index.ssf/2012/01/officials oledee federal resources for investigation ini 

0 temple firebombine bias crm>es.htmll 


December 2, 2011; Homeland Security Director Janet Napolitano and Anomey General 
Eric Holder met with their counterparts from Britain and other European partners to 
diKuss issues of points of cooperation in fighting terrorism. In seeking this meeting to 
improve the U.S.-EU partnership to combat global terrorism, the Secretary pointed to 
the success of shared efforts in aiding the investigation and prosecution of American 
David Headley, the mastermind behind the deadly attack on the Mumbai Jewish 
Community Center just over 3 three years ago - November 27, 2008. 

(Sources: Associated Press; Lhk: httpWwww.cl>snews.com/830l-201_162-S733aoso/napo(iuno-lone- 
woff-terrex-threat-erowing/) 

December 2, 2011: Jubair Ahmad, 24, a native of Pakistan and resident of Woodbridge, 
Va., pleaded guilty of providing material support to Lashkar-e-Tayyiba (LeT), a 
designated foreign terrorist organization. 'By preparing and posting a graphic video that 
glorified violent extremism, Mr. Ahmad directly supported the mission of a designated 
terrorist organization,' said FBI Assistant Direaor in Charge MeJunkin. ‘The FBI will 
track down and disrupt those who communicate with terrorist groups for the purpose of 
recruiting others to inflict harm on the U.S. and its interests overseas.' Ahmad 
considered including images of the Mumbai attack to show the power of LeT. This is a 
reference to leT's operation against the city of Mumbai, India, on Nov. 26, 2008, 
which resulted in the death of over 160 people, including a number of Jewish 
Americans killed at the targeted Jewish Community Center. 

(Source: UJ. Attorney, Eastern Oistrkt of l/irginia; Link; http://www.fbi.tov/wa$hinetondc/pfess- 
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f<<»as«/?Oil/virgim>»fn»rvpkxts-guitTvto-DfOvkltne>nntefia!»5upport»to-t»rroftst- 
ofganiation^utm campaign=<fnail^fn«diat»&utm m^dajnuemail&atfn sourcerwashington-pfess- 

fgleascs&utm contefitgS3207l 

November 14, 2011: The FBI released hate crimes data for 2010. As has been the case 
since the FBI first began reporting Incidents of hate crimes, approximately 70% of all 
religious bias crimes are committed against Jev/ish institutions and civilians in the US. 
(source: rei Hate crime statistics: http://wv>w.fbi.eov/abo<Jt-m/ciis/ucr/hate-<rime/20lol 


November 9, 2011: The Cold War's most notorious international terrorists, llich Ramirez 
Sanchez (aka 'Carlos the Jackel'), went on trial in France, on charges of instigating four 
attacks in 1982 and 1983. Sanchez's first terrorist strike was an assassination attempt 
against major British philanthropist of Jewish charities. Joseph Sieff. Sanchez gained 
entrance into Sieff s home by gunpoint, and shot the past vice-president of the British 
Zionist Federation at point blank range in the face. 

(Sources: Associated Press; link; hnp://m.ctv.c3/topstories/Z0H l lor/catlos-ilich ramifer-sancher- 
i»clul-ierfor-tial(rance-lHl07Jilml and TrutV; link: 
hnp://www.iriHv.com/libfarv/ciime/tetrori$is soies/cerrorists/iackal/l.htmll 


January 17, 2011: Five synagogues and a Jewish school in a Jewish enclave in Montreal 
were attacked in a single night. Condemning the attack, the Liberal Leader, Michael 
Ignatieff, remarked, "Our thoughts and prayers are vzith Jewish communities across 
Canada that once again have been made to feel that their congregations and the 
children in their schools have cause to fear for their safety." 

(Sources: The Globe and Mail (Canada), 01/17/11) 

October 29, 2010: Al-Qaeda in the Arabian Peninsula anempted to ship air cargo bombs 
addressed to Chicago-based synagogues. 

(Source: MSNBC, 10/29/10) 

January 20, 2010: FBI Direaor Robert Mueller testified before the Senate Comminee 
on the Judiciary that al Qaeda; self-directed grou(}S linked to terror organizations; and 
self-radicalizing, self-executing homegrovrn terrorists remained determined to strike 
the country and the threat has not diminished. 

(Source; hnp//iudici3iv.sen3te3!Ov/pdf/10-01-20Mueller‘sTestinionv.pdl. 01/20/10) 

December 28, 1009: The FBI Year in Review chronicled the U.S. top terror cases, 
including: the arrest of David Coleman Headley, a U.S. citizen, for his role in planning the 
2008 Mumbai attacks, v/here six Americans (4 Jewish) were killed; the arrest of four 
radicalized individuals for attempting to blowup a Rlverdale, New York synagogue and 
Jewish community center; the deadly shooting at the Holocaust Museum in 
Washington, DC; and the attack on an Army recruiting center in Little Rock, Arkansas, by 
an assailant who was also found to be targeting Jewish sites in Little Rock, Philadelphia, 
Atlanta, Nev/ York, Louisville and Memphis. 

(Source: fBI Release, 12/28/09; link; hnp://vi(ww.fbi.cov/p3i;e2/dec09/feview i2ZS09.html) 


December 15, 2009: the House Homeland Security Subcommittee on Intelligence, 
Information Sharing and Terrorism Risk held a hearing on the emergence of violent 
extremism and domestic terrorism in the U.S. In her opening remarks. Chairwomen 
Jane Harman (D-CA) focused on two infamous plots and attacks against Jev/ish 
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communal interests at honte and abroad; 1) The plot by Jami'yyat Ul-lslam Is-Shaheeh, 
a prison-founded radical Muslim group, to attack prominent synagogues and other 
Jewish iconic sites in the Los Angeles area; and 2) The massacre in Mumbai, India, vrhere 
American David Headley is now accused by federal lav/ enforcement officials of having 
helped to Identify and surveil for attack, among others, the Chabad House Jewish 
community center, whose direaor. Rabbi Gavriel Noach Holuberg, his wife, unborn 
child, and four others were tortured and killed. 

(Source: House Homeland Security Subcommittee on InteU'igeiKe, Information Sharing and Terrorism 
Risk. 12/1S/09; link: hnp://homelandhouse.eov/He3rints/iode».3sp’iD=229l 

September 13, 2009; Osama bin Laden warned the American people over their 
government's close ties with Israel. In the tape, bin Laden warned, 'If you stop the war, 
then fine. Otherwise v/e will have no choice but to continue our war of attrition on 
every front." 

(Source: Washington Post, 09/13/09) 

August 17, 2009; A man was sentenced to 70 months in prison today for his role in a 
domestic terrorism [>lot to wage v/ar on the United States by attacking Jewish 
synagogues and military bases. Hammad Riaz Samana is the fourth member of 
Jami'yyat Ul-lslam Is-Shaheeh, or JIS, a prison-founded radical Muslim group that 
v/anted to make a political statement that also had plans to attack the Israeli consulate 
in Los Angeles and El Al Israel Airlines at the Los Angeles International Airport. 

(Source: The Orange County Register, 08/17/09) 

June 16, 2009: Critical aspects of the nonprofit seaor are particularly vulnerable and 
regular targets of terrorist groups and radicalized homegrown individuals. A number of 
incidents make this point clear. In remarking on the June 10, 2009, attack at the U.S. 
Holocaust Memorial Museum by a radical rightwing fanatic. Secretary Maiwlitano 
stated that the attack underscored the need for the Nonprofit Security Grant Program, 
so that high risk nonprofits can take their own security measures. 

(Sources: Remarks by Secretary Napolitano Announdng Fiscal Year Z009 FEMA Preparedness Grants, 
Release, 06/16/09) 

June 3, 2009: The Arkansas man conviaed of killing an Army recruiter and v/ounding 
another had used the popular Google Maps application to investigate recruiting centers 
in at least five states, as well as Jewish institutions in Little Rock, Philadelphia, Atlanta, 
New York, Louisville and Memphis. 

(Source: ABC News, 06/03/09) 

April 7, 2009: Two accusatory taaics associated wrth the current rise in rightwing 
radicalization and the potential for violence are aimed at the Jewbh community. The 
first is a belief in anti-government conspiracy theories related to a Jewish-controlled 
"one world government.". The second is a prevalence of rightwing ertremist chatter on 
the Internet that focuses on the perceived loss of U.S. jobs in the manufacturing and 
construaion sectors, and home foreclosures they attribute to a deliberate conspiracy 
conducted by a cabal of Jewish "financial elites. 

(Source: Righiwing Extremism: Current Economic and Political Climate Fueling Resurgerxe in 
Radicalaation and Recruitment, Office of intelligerKe Assessment and Analysis, Department of Homeland 
Security, April 7, 2009.) 
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April 4, 2009: The New York Police Department beefed up security at the city’s 
synagogues and other Jewish sites amid escalating tensions between Israel and Iran. 
Concerns that Muslim extremist groups might retaliate against civilians in the city's 
Jewish community if Israel were to attack Iran's nuclear facilities prompted the NYPD to 
put together a response plan that includes deploying extra officers, including heavily 
armed "Hercules Teams,” to synagogues, Jevrish community centers and Israeli 
diplomatic offices. 

(Source: Jerusalein Post, 04/04/09) 

March 24, 2009: A British terrorist cell vrith alleged links to Al-Qaeda discussed bombing 
revelers at a large central London nightclub as well as targeting several synagogues in 
London and one in Manchester, according to prosecutors. One of the defendants, 
Salahuddin Amin, even discussed trying to buy a radio-isotope "dirty bomb" from the 
Russian mafia. 

(Fox News, 03/31/09; European lewish Press, 03/24/09) 

February 2}, 2(X)9: FBI Direaor Robert S. Mueller III warned that extremists "with large 
agendas and little money can use rudimentary weapons' to sow terror, raising the 
speaer that recent attacks in Mumbai that killed 170 people (including victims at the 
Chabad House Jewish community center) could embolden terrorists seeking to attack 
U.S. cities. Mueller said that the bureau is expanding its focus beyond al-Qaeda and into 
splinter groups, radicals (who come in through the visa waiver program) and "home- 
grov/n terrorists.” He v/amed that ”melting-por" communities in Seattle, San Diego, 
Miami or Nev/ York v/ere of particular concern. 

(Source: Washington Post, 02/23/09) 

February 2, 2009: According to Michael J. Heimbach, assistant director of the FBI’s 
Counterterrorism Division, AI-Qaida and like-minded individuals are still the country’s 
No. 1 concern in 2009, and that there is significant intelligence out there that indicates 
their focus remains on the U.S. Threats from Hamas and Hezbollah are quite concerning 
to the U.S. as well, he stated. In addition, he acknowledged that homegrown extremism 
is still a significant focus of the FBI, and that we can’t lose sight of the domestic 
tenorism issues, such as White supremacists and neo-Nazi group, who need to remain 
on the FBI’s radar. 

(Source: WTOP (New York), 02/02/09) 

January 9, 2009: Terrorist analysts report that throughout the world, Jewish 
communities will be specifically at risk_from several "fatwas" disseminated through 
Arab media and jihadist websites, including one instructing that ‘any Jew is a legitimate 
target that can be struck by Muslims.” 

(Source: European Strategic intelligence and Security Center, 01/09/09) 

January 6, 2009: al Qaeda's second-in-command, Ayman al-Zawahiri, called on Muslims 
to strike at Jesvish targets in the West and around the world. 

(Source: Reuters, 01/06/09) 

January 5, 2009: Hamas leader, Mahmoud Zahar, called on Palestinian sympathizers to 
target Jews abroad (including their children) in response to Israel's incursion into Gaza. 

(Source: Associated Press, Ol/OS/09) 
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May 21, 2009: The Federal Bureau of Investigation and other cooperating lav; 
enforcentent agencies arrested four Muslim men as they attempted to carry out a plot 
to bomb a synagogue and Jewish community center in Riverdale, New York. Law 
enforcement sources are calling it a homegrovm terrorist plot. 

(Source: NBC News; los Angeles Times, 05/21/09) 

January 1, 2009: For the third time in a year, a Jewish pre-school was defaced by 
swastikas and hate speech. Investigators are exploring whether they might be related 
to Israeli's conflia with Hamas militants in Gaza. 

(Source: vemura county Star, 01/01/09) 

January 1. 2009: Jewish day schools in Chicago received a bomb threat in the mail. The 
letter was sent to the Chicago offices of the Associated Talmud Torahs and the Ida 
Crown Jewish Academy. 

(Source: WBBM newsradio 780; ITA world Report, 01/01/09) 

September 15, 2008: Top counterterrorism officials at the U.S. Department of State 
reiterated a growing refrain among American intelligence agencies that Hezbollah is 
emerging as an increased threat to the United States (Associated Press, September 15, 
2008). The story follov/ed reports in August 2008 that deepening ties between Iran and 
Venezuela may lead to the establishment of a nev; Hezbollah front in the western 
hemisphere to carry out abductions and attacks against Jewish targets (Source: Los 
Angeles Times, August 27, 2008). Similar reports in June 2008 pointed to v^rnings 
raised by intelligence agencies in the United States and Canada that Hezbollah sleeper 
cells are operating along the U.S. border with Canada, and are poised to mount terror 
attacks against Jev/ish targets in the West 

(Source: ABC News, June 19, ZOOS). 

April 9, 2008: The U.S. House of Representatives Selea Committee on Intelligence held 
a hearing on "Assessing the Fight Against al Qaeda.' On the subject of taaics and 
targeting al Qaeda will use in the future, counterterrorism experts testified that since 
9/11 al Qaeda and its affiliated groups have direaed an "intensified campaign" against 
Jewish targets. Moreover, since 2004, Osama bin Laden has moved the Israeli-American 
alliance to the center of his justification for al Qaeda's attacks against the west. 

(Source: U,S. House of Representatives Select Committee on intelligeiKe, 04.09/08; Link: 

March 4, 2008: Al Qaeda's second in command, Ayman al-Zawahiri, released an audio 
tape on March 24, 2008, which called upon al Qaeda followers and sympathizers to 
attack Jewish interests ivorldwide. The tape, part of a string of provocative statements 
by bin Laden and his senior cohorts, was regarded by counter terrorism expens as a nev; 
and bold escalation by al Qaeda to link the Middle East conflict with immediate and 
urgent violence in the West, including against Jevzish targets in the United States. 

(Source: Assodated Press, 03/04/08) 

February 16, 2008: With known Hezbollah fundraisers and supponers in the United 
States, U.S. countenerronsm authorities have been panicularty concerned about the 
threat of Hezbollah sleeper cells against synagogues and other potential Jevzish 
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targets in the United States. On February 14, 2008 the FBI put 101 nationwide Joint 
Terrorism Task Forces on alert for potential threats apinst the Jewish community by 
Hetbollah operatives. (AP, February 14, 2008) A day later, the FBI and the Department 
of Homeland Security sent out a rare joint bulletin to state and local lav/ enforcement 
authorities advising them to watch for strikes by Hezbollah against Jewish targets, as 
v/ell. 

(Source: los Angeles Times, 02/16/08) 

January 15, 2008: the Wall Street Journal reported a policy shift within the White House 
(and among its allies) to place greater pressure on the Iranian regime through an 
investiption that centers on the 1994 bombing of the AIMA Jewish Community Center 
in Buenos Aires, Argentina. In an effort to redefine its Iran policy, the Administration's 
focus on the JCC bombing, ‘Serves as a model for hov/ Tehran has used its overseas 
embassies and relationships with foreign militant groups, in particular Hezbollah, to 
strike at its enemies. 

(Source: Wan Street Journal, 01/15/08) 

May 1, 2007: Conviaed British homegrown Islamic terrorists with links to the 2005 
London subv/ay bombings were in advanced stages of planning, and were targeting 
synagogues for attack when they v/ere arrested. 

(Source: CNN.com, 05/01/07) 

February 13, 2007: Osama Bin Laden's last known personally authorized terror attacks 
v/ere made against two Jewish synagopes in Istanbul. The simultaneous anacks, in 
2003, killed 27 people and injured more than 300. 

(Source: Washington Post, 02/13/07) 

The FBI warned Jewish community leaders that Hezbollah operatives were conduaing 
surveillance on numerous synagopes and Jewish community centers for possible 
terrorist attacks in the United States. 

(Source: New York Post, 07/19/0^ 

October 10, 2006: Homegrown Islamic militants were conviaed of plotting terrorist 
attacks apinst prominent synagopes and other Jewish iconic sites in Los Angeles. FBI 
DIreaor Mueller reported that the group was ready to strike when they were brought 
down. The plot is considered by counterterrorism officials to be the closest to 
operationalization since 9-11. Of particular concern, the groups' clandestine terrorist 
aaivities were discovered serendipitously during a police investigation into a string of 
gas station robberies that only later v/ere conneaed to the funding of the terrorist 
operation. 

(Source: Department of Justice Releases, 7/24/08; 12/14/07; Internatioful Herald Tribune 10/ 10/06) 

July 28, 2006: Naveed Haq was found pilty of murder and hate crimes in his second 
trial for a 2006 shooting spree at the Jewish Federation of Greater Seattle. On July 28, 
2006, Hact a Muslim American, attacked the Federation, a center of Jewish communal 
life and supporter of social v/elfare, youth and adult education programs. Of the six 
v/omen he gunned down, one was 17 weeks prepant and another, Pamela Waechter, 
died of her wounds. At trial evidence was presented that "he railed against Jews and 
U.S.-lsraeli policies as he opened fire In the Jesvish Federation,' and that in telephone 
calls recorded by the King County Jail, Haq told his mother he v/as "a soldier of Islam.' 
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(Source: Associated Press, U/iS/K; The Seattle Times, 12/15/09; Seattle Post-tmelligetKef, 08/06/0S; 
2006; The Seattle times, 02/21/08; 07/29106) 

- May 31, 2005: Department of Justice convicted an Iraqi-American vrho had obtained 
illegal machine guns and targeted Jev/bh communal sites in Nashville, Tennessee. 
(Source: Department of Justice Release, lO/OS/0); Associated Press, 05/31/0S| 

- April 13, 2004: Terrorists responsible for the Madrid train bombings in March 2004 also 
v/ere planning additional attacks on a Jewish community center outside of Madrid, 
home to the largest Jewish population in Spain, according to evidence gathered in the 
investigation. 

(Source: New York Times; CNN.co(tv 04/ 13/04) 

- November 24, 2002: In a “Lerter to America' Osama bin Laden released soon after the 
9/11 attacks, to explain his reasoning and intent to justify the attacks, he v/rote, “The 
creation and continuation of Israel is one of the greatest crimes, and you are the leaders 
of its criminals." "This is why the American people cannot be innocent of all the crimes 
committed by the Americans and Jews apinst us." The letter also made clear that, to 
bin Laden, civilian populations, as with governments, were acceptable (equivalent) 
targets for retaliation. 

(Source: Guarrfan (UX), 11/24/02; Full text of the le«er. 

httD//>vww.;uardi3n.co.uk/world/2002/nov/24/th»ot«»fver .) 

- June 3, 2(K)2: Abdul Rahman Yasin, one of the terrorists in the first attack on the World 
Trade Center in 1993, revealed in a CBS 60 Minutes interview that the World Trade 
Center was not the terrorists' original target. Rather, they initially planned to blow up 
Jewish neighborhoods in Brooklyn. But after scouting Crov/n Heights and Williamsburg, 
they decided to target the World Trade Center, instead. The reasoning: rather than 
undertaking multiple small explosions in Jev/ish neighborhoods, they figured that one 
big explosion in the World Trade Center would kill mostly Jews who they believed 
made up a majority of the workforce there, according to Vasin's statements. 

(Source: CBS News oe/02/02; Reuters, 06/03/02) 

- January 2, 2002: Al Qaeda’s training manual, translated by the Associated Press, 
direaed followers to anack Jewish organizations and institutions in every country 
Jews exist and to carry out the attacks in a manner designed to cause mass causalities. 

(Source: Associaled Press, 02/02/02) 

Point of Contaa: Rob Goldberg, Senior Direaor, Legislative Affairs, at: 

rob.eoldbereiSiewishfederatior.s.org . 
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Lanwna. Ml 46001>7900 
wwwnfhi com 


Scptciiihcr 25, 2013 


The Honorable Tim Johason 
Chairman 

IJ.S. Senate Coininilta' on Banking. 
Mousing and Urban Affairs 
534 Dirksen Senate Ofliec Building 
Washington, 00 20510 


The Honorable Mike Crapo 
Ranking Member 

U.S. Senate Committee on Banking, 
Housing and Uiban Affairs 
534 Dirksen Senate Office Building 
W.xsliington, DC 20510 


Dear Chairman Johnson and Ranking Member Crapo: 


Accident Fund Holdings, Inc. (API II) appreciates the op|»rtunity to share our views on the 
Terrorism Risk Insurance Act (TRIA) program. The combined efforts of our linterprise make 
AFHI the 1 7* largest provider of workers' compensation, and the largest non-governmental 
specialty writer, in the country. AFHI is a wholly owned subsidiary of Blue Cross Blue Shield of 
Michigan (BCBSM). 

AFHI now employs nearly 1,000 employees throughout the country, writing monolinc workers' 
compensation in all 46 states we're licensed in. In this capacity, and as the fomicr state fund of 
Michigan, we offer a unique perspective on tlic TRIA program. 


To insure against the peril of terrorism, public/private partnctsliips such as the TRIA program are 
necessary. The c.xtension of the federal backstop under tlic TRIA program continues to have 
AFHI's full support. TRIA needs to be a long-term solution for workcis' compensation insurers 
and the property casualty industry to protect aiiploycrs, injured workers and their families. Basic 
key fundamental reasons for our rcauthoriaation support arc: 


• Terrorism coverage for workcis' compensation insurers cannot be e.\cluded or limited by 
the policy language. Reinsurer are not able to rcqilacc the market capacity created by the 
oepiration of TRIA. 

• Workers' compensation insurance is a "no-fault" system, created to provide benefits on 
bchal f of employers to injured workers. Without the extension of the federal backstop, 
the system designed to protect injured workers will he in jeopardy. 

• We arc unable to measure the frequency of attacks as we have few data points to model 
the risk of terrorism in the United States. We do not have a large number of observations 
to develop credible ratemaking or predictive models for catastrophic risks as a result of 
terrorism. 
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Workers' compensation insurers will need TRIA as long as we need the government to protect us 
from terrorists. The expiration of TRIA could result in financial insolvency for workers’ 
compensation insurers and the businesses we serx'e should a nuclear, biological, chemical, 
radiological attack or a similar catastrophic tenrorist event, occur. We would expect to see a 
migration of business currently being written by private workers’ compensation carricis to public 
state funds, residual markets and guaranty funds for large segments of metropolitan areas. 'Iliesc 
public options for workers’ compensation arc not designed to handle a catastrophic terrorist 
event and they will fail. Injured workers and their families would face potential disruption in 
benefits. 

If the workers’ compensation .system fails, taxpayers could still be responsible for compensating 
victims, the very scenario that some policymakers want to avoid by letting TRIA expire. I’hete 
would be delaj’s in payment and hardship for those injured because of the lack of an efficient 
compensation system. Tlicse disruptions can be averted. Workers’ compensation carriers arc 
unable to exclude terrorism or acts of war througli policy language like other property casualty 
writeis. Extending TRIA is more than a federal backstop for insurers -- it is a social and 
economic imperative. 


Sincerely, 



Steven E. Reynolds 
Accident Fund Holdings. Inc. 

Vice President, Corporate Secretary & Services 
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President" s Working Group on Financial Markets: Terrorism Risk Insurance Analysis 

C/0 Kevin Meehan 

Federal Insurance Office 

U.S. Department of the Treasury 

Room 1319 

MT. Department of the Treasury 
1500 Pennsylvania Avenue NW. 

Washington. DC 20220 

Re: President’s Working Group on Financial Markets: Terrorism Risk Insurance 
Analysis 

Dear Mr. Meehan: 

The American Bankers Association and its insurance and securities subsidiaries, the 
American Bankers Insurance Association (ABIA} and the ABA Securities Association 
[ABASA)k appreciate the opportunity to provide comments about the long-term 
availability and affordability of terrorism risk insurance.- We believe we are in a unique 
position to comment since a Financial Holding Company, of which ABA represents many, 
may act as a lender, insurance broker, and securities underwidter for a variety of large 
corporate customers. Because of our cumulative experience in these markets, we believe 
that TRIA is vital to the smooft operation of the capital markets and, therefore, the 
economy at large. 

At the time Congress last considered and passed re-authorization of TRIA in 2007, we 
commented that TRIA "provides capacity and reliable pricing for terrorism risk insurance 
in a market that other\vise has been unable to accurately and efficiently price risks 
associated with terrorist events." 

There have been no material changes to the insurance marketplace since then that would 
compel us to change our opinion. TRIA is necessary to help companies that need terrorism 
coverage solve the problem of being unable to obtain it 


' The .Aacncon Bisktrr ImvuM Asucunon (ABIA) ud the ABA Secunae: Asrocunoa (ABASA) » 
rcjuiaftlv chartered trade assocuaoc: md aibadune; of the Anxncas Backen Aswcuaoa. 

’ See 7S Fed Set 425SS (Wy 16. 2013) 


1120 Connecticut Avenue. NtV I Washington. DC 20036 I 1-800 BANKERS I aba com 
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Were TRIA to lapse, a variety of undesirable market conditions would result: lenders would 
not be able to undenvrite or syndicate large commercial loans: companies would not be 
able to secure coverage for terrorism risk, a necessary precedent to securing real estate- 
related credit; and. existing loans made with the condition that terrorism risk coverage be 
continuous would be found in default 

Holders and issuers of Commercial Mortgage Backed Securities (CMBS) would also be 
negatively affected as rating agencies might judge these assets adversely. One rating 
agency, Fitch, said this; 

“Fitch may decline to rate or cap its ratuigs on CMBS transacdons with inadequate terrorism 
insurance."’ 

While lapse would be the worst possible condition, we also want to point out that market 
disruptions are being experienced currently due to contract terms e.xtending beyond the 
expiration date of the program. For e.xample. insurance policies with terrorism coverage 
for any term extending beyond 2014 can’t be issued to commercial customers. .Accordingly, 
multi-year commercial loan products, which require property insurance policies backing 
them, are at risk now; new loans and refinancing can only be issued on a short term basis 
or not at all. 

We appreciated previous opportunities to provide information to the Treasuty. Please find 
our comments addressing questions regarding coverage and expiration of the TRIA 
program below. 

Coverage 

Our members' experiences with terrorism risk insurance have indicated that absent TRIA, 
the availability of coverage would be minimal and the private insurance marketplace would 
function inefficiently at best Previous reauthorizations of TRIA have e.xpanded available 
coverage and allowed for the market to function in a more effective fashion. 

The 2007 reauthorization covered domestic terror events in addition to those of a foreign 
nature, removing ambiguities about whether a particular event would be covered, or not 
Given the events in Boston earlier this year, we find this provision highly relevant We 
recommend that this provision remain. It has benefited both policyholders and insurers. 

We also want to point out tiiat the most valuable provision in the Act is the 'make 
available' provision, where property and casualty insurers who offer property coverage to 
a commercial customer must make terrorism coverage available as well. It’s critical this 
provision survive re-authorization too. 


I "Fttch Raiisp' Repoit U.S. TmommReiioisiict: Looming Uiic«itai< y of PropamRenenJ Juh- 31, 2013 
American Bankers Association 
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Despite the increased clarity and efficiency afforded by TRIA, corporate insurance 
customers in high-risk urban areas still encounter difficulty obtaining coverage with 
sufficient limits. This is due in large part to the inability of the marketplace to ascertain the 
potential risks of a terrorist event in urban centers and, with confidence, provide the 
capacity needed to address those needs. 

Without TRIA, it is our judgment that coverages for such high risks would be \irtually 
unavailable. 

L\piration 

We believe it is important to address TRIA re-authorization now, before the program 
e.\pires at the end of next year. We do not believe states would be able to mandate 
sufficient policy requirements to protect commercial consumers needing terrorism risk 
insurance coverage in the absence of this federal program. 

In addition, the private sector has not demonstrated an ability to provide terrorism risk 
coverage at affordable prices, absent TRIA. Terrorism risk cannot be underwritten by 
traditional means since data on predicted ft'equency and severity in any given location is 
unobtainable. As a result there is no reason to presume that coverage levels and prices 
would remain consistent if TRIA were allowed to expire. 

Conversely, many observers suggest that TRIA inhibits the development of capacity in the 
traditional re-insurance marketplace. We believe this to be true in principle. Accordingly, to 
encourage private market development we urge the government to consider reducing the 
potential liability TRIA represents to the Treasury. Over time, more efficient markets may 
evolve to a point where TRIA may be discontinued. 

We want to point out however, that several large brokers like Marsh and Willis report that 
right now. affordable terrorism risk insurance only e.xists because TRIA does too. We 
believe ffiem. 

Legislative Vehicles 

Several bills have been introduced in the House that propose to extend the TRIA program 
for at least 5 years. This seems to be the minimum practicable e.xtension sufficient to allow 
insurance markets to respond. Other bills e.xtend the program for 10 years. We are in favor 
of either approach. 

Various enhancements to TRIA are also proposed: 


American Bankers Association 
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• Changing the aggregate financial responsibility of the Treasury in the event of an 
attaclu 

• In addition to the Secretary of the Treasuiy, including the Secretary of the 
Department of Homeland Security in the certification process for acts of terrorism: 
and 

• Changing the "recoupment" provisions TRIA requires the Secretary of the Treasury 
to impose. 


Each of these provisions would enhance the value of the program and we encourage the 
Administration to support them; however, the most important feature of the legislation is 
that it suggests the TRIA program be reauthorized promptly. 

We strongly support that intent 

Should you have any questions regarding these comments or wish to obtain any further 
information from the ABA, please contact me at (202) 663-5172 or by email at 
kmkechn@aba.com. 


Regards, 




I.KevinA.McKechnie 

SVP & Director, Office of Insurance Advocacy 
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